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VOLUME XII 


IN THE REDUCTION 


OF EXCESS INDUSTRIAL CAPACITY' 


By ARTHUR 


HE reorganization of British in- 
dustry forms one of the most 
impressive chapters of recent eco- 
nomic history. Its significance arises 
not only from the profound transforma- 
tion that may be wrought in the struc- 
ture and technique of industry but also 
from the means whereby reorganization 
isto be achieved. In nearly all sections 
{ the basic industries, comprehensive 
programs of reorganization have been 
evolved, embodying the establishment 
' highly centralized control in an 
flort to promote the orderly retirement 
{ redundant and obsolete productive 
equipment. The experience of Great 
Britain with these projects constitutes 
an important step in the evolution of 
industrial government and it throws 
considerable light on the possibility of 
arbitrarily setting up agencies to sup- 
plant normal economic forces. It is 
the purpose of this article to review the 
nature of the most outstanding of these 


‘The material for this article was collected with 
the financial assistance of the Social Science Research 
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programs and the progress that has 
been made in their application.’ 


Reorganization through the Reduction 
of Capacity 


It is, of course, plainly evident that 
only a complication of many disorders 
could place the basic industries of Great 
Britain in their present unfortunate 
position. But the one outstanding 
evil, without the removal of which no 
permanent cure could be accomplished, 
has been the presence of a large volume 
of capacity with no immediate prospect 
of profitable employment.* The evils 
engendered by this situation—ruinous 
competition, depressed prices, demoral- 
ized markets, the heavy burden of 
fixed charges, attenuated credit, and 
all the others—have precluded all possi- 


2 For a discussion of certain financial problems 
involved in the reorganization of British industry, 
see the article by the author, “‘The Bankers’ Indus- 
trial Development Company,” x1 HARVARD BUSINESS 
REVIEW 3, April, 1933, pp. 270-279. 

3 See Report, Committee on Industry and Trade, 
“Factors in Industrial and Commerical Efficiency,” 


Chap. I. 
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bility of profitable operation by the 
afHicted industry as a whole. The 
keynote of most comprehensive pro- 
grams of reorganization has been, there- 
fore, the curtailment of capacity. We 
have had in this country many pro- 
posals for the control of output and 
prices. England, however, has taken 
the inevitable next step and has evolved 
measures to control the volume of 
producing facilities. 

A realization that reorganization 
must produce a substantial curtailment 
of capacity has been accompanied by a 
recognition of the fact that this curtail- 
ment can be achieved only by concerted 
action from industry as a whole. Not 
only does this development involve a 
departure from the traditional British 
philosophy of the primacy of individual 
effort, but it also means an abandon- 
ment of the normal economic forces 
that have been relied upon in the past 
to compel the retirement of the surplus 
producer. ‘The bankruptcy courts have 
shown themselves to be a costly and 
unreliable agency for the removal of 
redundant units. British industrialists 
are apparently giving serious heed to 
the statement of the Balfour Com- 
mittee, which, in regard to the elimina- 
tion of excess capacity, concluded that 
‘“‘the operation of free competition is a 
very slow and costly method for the 
purpose of securing such elimination,” 
and suggested that this operation could 
be performed “‘more speedily . and 
with less suffering through the mecha- 
nism of consolidation or agreement than 
by the unaided play of competition.’ 

The program of reconstruction in 
the basic industries of Great Britain 
must be viewed, therefore, as essentially 
an experiment in industrial govern- 
ment. It involves the substitution of 


4 Committee on Industry and Trade, Final Report, 
p. 179. 
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centralized control for unrestrained 
competition. It sets up artificial agen- 
cies to function where economic forces 
have failed. Most significant of lj 
instead of merely regulating output, rt 
attempts to control the very capacity to 
produce. Let us inspect the machinery 
that is to achieve these ends. ; 


The National Shipbuilders’ Security, Ltd, 


The shipbuilding industry gives us 
what is perhaps the most successfy! 
program in Great Britain of restoring a 
proper balance between capacity and 
demand. The post-war history of this 
industry has been as tragic as that of 
any major British industry. The ton- 
nage of merchant vessels launched 
annually by Great Britain declined 
from a pre-war average of 1,660,000 
tons to 1,184,000 tons for the period 
from 1925 to 1929, while warship 
construction, which before the World 
War amounted to more than 500,000 
tons, had by 1929 virtually ceased.’ 
But, on the other hand, there had been 
an increase of at least 20% in the 
number of yards. Maximum construc- 
tion even under normal conditions is 
not expected to be more than 1,500,000 
tons, and yet British yards could turn 
out twice that amount. Needless to 
say, profitable operations were a remote 
possibility unless a substantial portion 
of these yards could be dismantled. 

Except for the reorganization of a 
few individual firms, little was done to 
rectify this situation until 1930. In 
that year the leading firms in the 
industry, with the support of the Bank 
of England, formed a private, limited 
liability company, known as the Na- 
tional Shipbuilders’ Security, Ltd. The 
purpose of this company, as its Memo- 
randum of Association states, is to 


5’ United States Bureau of Foreign and Domestic 
Commerce, Commerce Yearbook, 1931, Vol. LU, p. 7°: 
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“agsist_ the Shipbuilding Industry by 
the Page: of redundant and/or 
ssolete shipy ards, the dismantling and 
venosal of their contents and the resale 
: the sites under restrictions against 
‘yrther use for shipbuilding.”*® It hasa 
| mare capital of £10,000 divided 
‘nto shares of £1 each and can borrow 
yp to £3,000,000. Some 46 shipbuild- 
ing companies owning over 90% of the 
‘ndustry’s capacity have subscribed to 
its shares. Funds to finance the com- 
any’s operations have been secured 
th rough an initial bond issue of £1,000,- 
900. The vital feature of the whole 
scheme is the method of raising funds 
to meet the interest and sinking fund 
charges on these bonds. This is accom- 
plished by a 1% tax on all contracts.’ 
' Although the funds at its disposal 
have not been large in amount, the 
National Shipbuilders’ Security has 
already retired a substantial number of 
berths. Up to 1934, a total of 116 
berths with an annual capacity of more 
than 700,000 tons had been dismantled.® 
About 23% of the total capacity of the 
industry has thus been retired. Some 
43 additional berths have also fallen 
into disuse. The net cost of these 
operations has been surprisingly low; 
during the first three years it was only 
£733,000. Because of the depression 
the levy had brought in only £123,000, 


rom the Memorandum of Association on file in 
. fompanies’ Search Office, Somerset House, 
ording to the prospectus for the bond issue, 
construction for the preceding seven years had 
averaged over £29,000,000. The levy was, conse- 
ently, expected to yield close to £300,000 per year, 
more than four and one-half times the amount neces- 
‘ary to meet the annual service charges on the bonds. 
*The Iron and Coal Trades Review, January 26, 
1934, p. 163, 
‘According to the company’s reports, the total cost 
' the yards acquired during the first three years 
amounted to £710,000. Other expenses brought the 


total cost up to £899,000. The company had 


secured £126,000 from the resale of the sites. 


although some incidental sources of 
income had helped out somewhat. The 
company still had £316,000, however, 
available for further use. Although 
the near cessation of construction dur- 
ing the past few years would render 
fruitless any attempt to estimate the 
net effects of these operations, there is 
no question that they have materially 
advanced the welfare of the industry." 


The Coal Industry—Reorganization 
by Government Edict 


The coal industry gives us an example 
of an altogether different course of 
procedure. ‘This industry is one of the 
few in the reorganization of which the 
Government has played an important 
role. The passage of the Coal Mines 
Act of 1930 indicates, as nothing else 
does, how far the British Govern- 
ment has departed from its traditional 
policy of uncontrolled individualism. 
The operation of this Act also furnishes 
an illustration of the fact that the 
suppression of competition is quite 
inadequate to combat the evils of excess 
capacity unless accompanied by sterner 
measures.!! 

The post-war plight of the British 
coal industry needs no extended de- 
scription. ‘The basic fact was, as the 
Secretary for Mines stated to Parlia- 
ment, that the industry was equipped to 
produce 50% more coal than it could 
profitably sell.!2 Competition was in- 
tense with its attendant evils of flooded 
markets and depressed prices. Al- 
though many price agreements had 

10See Gregg, E. S., “The Decline of British 
Shipbuilding,” tv HARVARD BUSINESS REVIEW 3, 
April, 1926, p. 290. 

11 For a detailed discussion of the régime of control 
in the coal industry, see the article by the author, 
“A British Experiment in the Control of Competition,” 
Quarterly Journal of Economics, May, 1934, p- 418. 

12 Parliamentary Debates, Official Report, House of 
Commons, 5th Series, Vol. 266, col. 1015, May 31, 
1932. 
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been negotiated and numerous com- 
binations had been made under the 
encouragement of an Act of 1926, which 
granted relief from stamp duties, the 
industry had demonstrated only too 
clearly its utter inability to cope with 
the situation. 

The Coal Mines Act of 1930 was 
Parliament’s contribution to the solu- 
tion of these difficulties.'* It had two 
primary objectives. One was to facili- 
tate the maintenance of profitable 
prices through the suppression of cut- 
throat competition. ‘The other was to 
force a complete reorganization. To 
regulate competitive activities the Act 
set up a central council and seventeen 
district boards. These organizations 
have power to fix the total output of the 
industry and to distribute it among the 
various districts and individual mines. 
Each district board has the added duty 
of determining minimum prices for all 
coal produced inits jurisdiction. ‘These 
measures have only partially accomp- 
lished their purpose. It is true that 
prices have probably received some 
support, but there has been very little, 
if any, restriction of total output, while 
the official prices have either been fixed 
at a point so low as to be nearly mean- 
ingless or else they have been evaded. 

We are primarily interested, however, 
in the measures for reorganization. 
This was to be consummated largely 
through the process of combination 
under the guidance of a Coal Mines 
Reorganization Commission, appointed 
by the Board of Trade. This Com- 
mission has power to formulate plans 
for combination where they appear “‘to 
be in the national interest” and to force 
these plans on the industry if voluntary 
acceptance is not forthcoming. It must 
be admitted that progress towards 
reorganization has been discouragingly 


13 20 & 21 Geo. 5, Ch. 34. 


slow. During the three years from 
1931 to 1933, inclusive, only 13 mergers 
were completed, involving 77 pits and 
some 43,000 workers.'4 The number 
of combinations has actually been less 
under the Act of 1930 than under the 
voluntary Act of 1926.%° For nearly 
two years the Commission followed 4 
policy of giving encouragement and 
advice rather than coercion, as it was 
more interested in formulating a general 
policy rather than in compelling specific 
mergers. Since 1932, however, the 
Commission has taken action to force 
four separate mergers, but up to the 
present time it has been effectively 
thwarted in all cases by the owners. _ 

A recognition of the futility of both 
controlled competition and compulsory 
combination has led to a search for 
more effective means of reorganizing 
the industry. A noteworthy proposal 
was made in 1931 by the Reorganiza- 
tion Commission itself. It advocated 
the mobilization of the industry into a 
few huge units which were to be 
coextensive with the chief producing 
areas.'® These units would not be pro- 
ducing companies, but simply regula- 
tory agencies. They would control 
output, prices, and other competitive 
factors, and also would attempt to 
concentrate production into the more 
active pits by inducing the abandon- 
ment of the less efficient. The indus- 
try, however, was so opposed to this 
ambitious scheme that the Commission 
has apparently abandoned it.’ The 


14 Mines Department, Mining Industry Act, 1926. 
Report of the Board of Trade . . . under Part I o! 
the Act, Fourth to Sixth Reports, passim. 

16 During the four years of the Act of 1926, 26 


projects of amalgamation were completed involving 


some 314 pits and about 200,000 employees, nearly 
one-fourth the total workers in the industry. /#4., 
First to Third Reports, passim. 


16 The Iron and Coal Trades Review, August 7, 1931; 


pp. 212-214. 
1 Ibid., June 17, 1932, p. 987. 
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atest move in the reorganization of this 
‘ndustry is the adoption of a levy on 
output, the proceeds of which are to be 
to acquire and dismantle uneco- 
nomic pits.'8 While confined at present 
to only a small section of the industry, 
the producing field at West Yorkshire, 
the adoption of the same device that 
has produced such noteworthy results 
in shipbuilding indicates the direction 
‘n which a final reconstruction may, 
perhaps, be found. 


used 


The Cotton Textile Industry 


The story of the many attempts to 

organize the cotton textile industry is 
a recital of the fundamental obstacles 
to successful reorganization in general. 
All manner of expedients have been 
tried, from the control of output and 
prices to outright mergers, but even 
the cumulative effects of these schemes 
have been negligible. Reorganization 
waits upon the regimentation of the 
entire industry under one authority, 
and this apparently cannot be accom- 
plished without governmental inter- 
vention. Not even the most indi- 
vidualistic mill owner, however, could 
deny the urgency of the need for an 
inclusive program of reform. The de- 
cline in exports of nearly 50% since 
i913 left the industry with a large 
amount of unusable equipment and 
has submerged the mill owner under an 
overwhelming burden of fixed costs, 
cut-throat competition, inefficient tech- 
nique, and obsolete machinery.” 

As in other industries, many attempts 
at the alleviation of the industry’s 

* Ibid., September 15, 1933, p. 432. 

“A committee of the Economic Advisory Council 
‘summed up the situation in 1930 when it reported: 
“Cotil far-reaching improvements are introduced 
! the British industry, there is no likelihood that 
-ancashire will be able to arrest the decline in her 
export trade, still less that she will recover the trade 
"nich she has lost... . The crisis is urgent and 


troubles had been made through the 
suppression of competition. As early 
as 1924 the Federation of Master 
Cotton Spinners’ Associations had un- 
successfully championed various plans 
for short-time operation and mainte- 
nance of minimum prices. In 1927 a 
more ambitious, but equally ineffective, 
scheme was launched in the formation 
of the American Cotton Yarn Associa- 
tion, a limited liability company. 

An important step toward reorgani- 
zation seemed to have been taken in 
1929 when the Lancashire Cotton Cor- 
poration was formed. This merger was 
hailed as the first concrete expression 
of the program of rationalization that 
was to be imposed on the industry. 
The Corporation was to buy up from 
8,000,000 to 10,000,000 spindles, about 
one-third of the spindles in the industry 
using American cotton, of which about 
one-third was to be scrapped. The 
remainder was to be concentrated in a 
few highly-specialized and_ efficient 
mills. Actually the company has ac- 
quired 109 separate mills possessing 
about 8,000,000 spindles.” Not over 
6,000,000 of these are to be perma- 
nently retained. 

Financially this experiment must be 
rated virtually a failure as costs have 
been so great that profits are a remote 
possibility. The Corporation has al- 
ready piled up a deficit of more than 





immediate action is imperative.” The Committee 
suggested that reorganization should proceed along 
three lines: technical improvement, formation of 
larger units, and extension of cooperative effort. 
Economic Advisory Council, Committee on the 
Cotton Industry, Report, pp. 25-26. 

2 Lancashire Cotton Corporation, Ltd., Fourth 
Annual Report, 1933. See also, Wisselink, J., 
“The Present Condition of the English Cotton 
Industry,”’ VIII HARVARD BUSINESS REVIEW 2, Janu- 
ary, 1930, p. 151; and Wisselink, J., ““The Lancashire 
Cotton Corporation and Its Effect on World Compe- 
tition,” VIII HARVARD BUSINESS REVIEW 3, April, 
1930, Pp. 274. 
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£1,000,000. Its effects by way of 
discouraging further plans of reorgani- 
zation have probably been greater than 
its technical advantages. 

Faced as in other industries with the 
failure of individual effort to produce 
the needed demobilization of equip- 
ment, an attempt has been made to 
enlist the support of the entire industry. 
In 1931 a general committee of the 
industry was formed which agreed on 
the main features of a comprehensive 
scheme of reorganization. The Com- 
mittee emphasized the fact that the 
elimination of surplus capacity was 
*“‘an essential condition of any return 
to a sound basis for the trade as a 
whole.”?! It recommended measures 
quite similar to those employed by the 
shipbuilding industry. The chief pro- 
vision was the imposition of a levy not 
exceeding 3d. per spinning spindle to 
secure funds to meet the service charges 
on a loan, the proceeds of which were 


to be used to acquire and disman- 


tle redundant mills. The Committee 
claimed that it would be possible to 
acquire as many as 15,000,000 spindles 
and 150,000 looms, roughly one-fourth 
of the equipment in the industry, at a 
cost of not more than £4,000,000. The 
service charges on a ten-year loan for 
this amount would be about £575,000 
which would be amply covered by the 
levy. As the levy applied only to 
spindles in active operation, it was 
hoped that an inducement would be 
offered to curtail the number of spindles 
still further. In spite of the pressure 
applied by powerful interests in the 
industry and the undoubted value of 
the scheme, the attitude of the industry 
as a whole is quite apathetic where it 
is not openly hostile. The project has 
become more or less dormant since 


*1 Joint Committee of Cotton Trade Organizations, 
Proposals for Concentrating Production. 
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1932, when a formal poll indicated tha 
not more than one-third of the industry 
was in favor of its adoption. Many 
well-informed people in the industry 
believe, however, that eventually it 
must be adopted even if the Govern. 
ment is forced to take action. 


The Proposed Iron and Steel 


Reorganization 


Outstanding among the programs for 
reorganization of British industries js 
the one now awaiting final adoption in 
the iron and steel industry. It well 
exemplifies both the precept and the 
practice of the new philosophy of indus- 
trial control. The steel industry has 
already had extensive experience with 
the suppression of competition, as well 
as with combination, and realizes that 
more potent measures are called for if 
the present large surplus of productive 
facilities is to be reduced.”? 

The immediate occasion for the draft- 
ing of the proposed scheme was the 
increasing difficulty of the British pro- 
ducer in meeting foreign competition. 
Prior to the World War exports of iron 
and steel products were from two to 
three times larger than imports.* For 
the period 1926-1929, however, they 
were only 13% larger, and in 1931 they 
were actually exceeded by imports by 


22 It has recently been stated that there are “fifty 
or so” price-fixing associations in this industry 
This statement appears in a governmental publica- 
tion with the title of “The Iron and Steel Reorganiza- 
tion Scheme,” p. & It is published apparently by 
the Import Duties Advisory Committee. Many 
important mergers have taken place in recent years, 
including the union of Dorman-Long and Bolckow- 
Vaughan and their recent affiliation with the Furness 
Group; the merger of Colvilles, Ltd., with Wm 
Beardmore, James Dunlap & Co. aed Stewart & 
Lloyd’s; and the formation of The British Iron and 
Steel Co., the Lancashire Steel Corporation, and ¢! 
English Steel Corporation. 

23 Board of Trade, Statistical Abstract of the Unsied 
Kingdom. 
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nearly 900,000 tons.** To check these 
imports, es Gos ernment imposed du- 


in April, 1932. This 


° f 3 
ties ol 1g ¢ 7o 


step was a however, with obvious 


reluctance. It was felt that the re- 
sponsibility for the unfavourable posi- 
tion of the British industry could to 
some extent be placed squarely on the 
shoulders of the industry itself because 
of its failure to adopt adequate meas- 
ures of reorganization. Continued pro- 
tection was, therefore, subject to definite 
action on the part of the industry to 
put its house in order.” 

A committee of the industry under- 
took the formidable task of formulating 
acceptable plans and in March, 1933, 
announced a preliminary draft. The 
scheme has been accepted in principle 
by the National Federation of Iron 
and Steel Manufacturers, although cer- 
tain details are still to be agreed upon.” 
The whole project is founded on the 
premise, as the preface to the original 
scheme states, that “‘the orderly prog- 
ress of the industry can only be secured 
by the regulation of production in 
relation to demand.”” It calls for the 
creation of a central organization and 
the conversion of the many existing 
loose price-fixing groups into a smaller 
number, not more than twelve, of 
“effective instruments for the control 
of production.”” The central authority 
ill serve to coordinate and support 
the activities of the sectional groups 


Wil 


[bid., Accounts relating to Trade and Navigation 
the United Kindgom. In 1931 exports amounted 
less than 2,000,000 tons, not more than one-half 
© pre-war average. 

* Sir George May, Chairman of the Import Duties 
ivisory Committee, definitely stated that continu- 
{ the duties should be “subject to satisfactory 
gress being made in the preparation of the scheme 
ganization and in putting the approved scheme 
force.” Iron and Steel Reorganization Scheme, 
* The Iron and Coal Trades Review, March 9, 1934, 
419. 
“Iron and Steel Reorganization Scheme, p. 5. 


and will exercise in matters of general 
policy such measures of supervision as 
may be necessary. It may even pro- 
vide such primary services as central 
purchasing and common marketing. 
Not the least of its duties is to assist 
its constituent groups in improving the 
structure of their respective sections, 
including the encouragement of com- 
binations, the prevention of unneces- 
sary duplication, and the promotion of 
the export trade. 

All producers are to be mobilized into 
the various sectional groups.” The 
scheme did not prescribe the constitu- 
tion of these groups although it did 
direct them to set up a permanent and 
comprehensive form of organization, 
which will presumably be an asso- 
ciation. In addition to preventing 
“‘wasteful competition,” the sectional 
groups are to secure the progressive 
concentration of production in the 
more efficient plants and the elimina- 
tion of redundant and inefficient plants 
either by agreement or by purchase. 
Parliament is to be asked for authority 
to make their regulations obligatory on 
all producers. 

Although the major scheme has not 
yet been put into actual operation, 
definite action has been taken in the 
rolled and rerolled section of the indus- 
try. At a joint meeting of billet 
makers and rerollers last December an 
agreement was reached for the immedi- 
ate adoption of certain measures of 
price control.” There would still be 
considerable doubt as to the final 

% Eleven of these groups were originally called for, 
viz., (1) pig iron and ferro alloys, (2) blooms, billets, 
slabs, plates, angles, sections, bars, rails, and rerolled 
products, (3) wrought iron, (4) special steels, (5) steel 
castings, (6) forging, (7) sheets, (8) tin-plates, (9) 
tubes, (10) wire, (11) fabricated steel work. 

2 The Economist, January 13, 1934, pp- 5-56. All 
prices of finished goods are to be set largely on the 


basis of the price of billets. Whenever the price of 
billets rises or falls by 2s.6d. per ton, the price of the 
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adoption of the basic scheme were it 
not for the fact that the industry is 
more averse to the withdrawal of pro- 
tection than it is to reorganization. 
Unless the Government completely re- 
cedes from its present position or unless 
the scheme is further emasculated in 
the process of revision, there seems 
little doubt that the British iron and 
steel industry will eventually be sub- 
jected to a régime of control as complete 
and rigid as the most radical plans 
suggested in this country.™ 


Conclusions 


It is only too apparent that the 
efforts to reorganize British industry 
have not been conspicuously successful 
up to the present time. Of the basic 
industries it is only in shipbuilding that 
we find important achievements. The 
reasons for this failure are by no means 
trivial or unique. The chief obstacle 
to the administration of a cure un- 


doubtedly lies in the lack of assistance 


from the patient itself. The refusal 
to accept the basic scheme in the cotton 
industry, the unwillingness to cooperate 
with the Reorganization Commission 
in the coal industry, and the protracted 
negotiations in iron and steel are illus- 
trations. In part this reluctance to 
cooperate is due to the innate con- 





corresponding rolled or rerolled product is to rise or 
fall by not less than 3s. per ton. Supplies must not 
be purchased from nonassociated billet firms or from 
foreign producers. Severe penalties are also provided. 

*® The basic industries by no means include all 
noteworthy projects of reorganization. The chemi- 
cal industry, for instance, has been almost completely 
reorganized since the formation of the Imperial 
Chemical Industries, Ltd., in 1926. The flour milling 
industry has created a company with the cryptic 
title of The Purchase Finance Company, Ltd., to 
collect contributions from the industry for the 
purpose of scrapping the many small mills. The 
National Sulphuric Acid Association is said to have 
reduced capacity by about 25%. Other similar 
examples could be cited. 
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servatism and individualism of the 
British producer. But it must also be 
attributed to the fact that the self. 
interests of the owners and creditors 
are frequently definitely opposed to any 
comprehensive scheme of reform. Re- 
organization usually means a liquida- 
tion of their equities and the realization 
of accumulated losses. There is usually 
an impassable gulf between an owner’s 
estimate of the value of his properties 
and the price the industry can afford 
to pay. Many executives also lose 
their positions of authority even if they 
are not entirely eliminated from the 
industry. No formula has yet been 
discovered for harmonizing the inter- 
ests of the individual producer with 
those of the industry as a whole. The 
successful reorganization of British in- 
dustry would seem to have little likeli- 
hood of successful consummation unless 
strong outside pressure can be applied. 
In many cases no less an authority than 
the Government can exert this coercion. 

It has long been evident that most 
producers would be content with the 
superficial relief attained through the 
suppression of competition. Yet it is 
no less evident that no adequate reor- 
ganization will be achieved merely 
by insulating the producer from the 
rigors of competition. To eliminate 
cut-throat competition, which is merely 
a symptom of the underlying disorder, 
may be a useful preliminary step and 
may give temporary relief, but it fails 
completely to attack the disease. In 
fact, it may definitely perpetuate the 
basic evil by further suspending those 
forces which have in the past operated 
to force redundant concerns out 0! 
existence. 

An interesting question raised by any 
inclusive program of reorganization is 
whether or not the cost of acquiring 
redundant plants will be capitalized 
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nd 


and thus imposed on the industry in 
perpetuity. While this is at least a 
-heoretic possibility, it has not occurred 
when the medium employed is the levy. 
To be sure the levy does add tem- 
sorarily to costs, but without the levy 
the industry would continue to bear an 
even greater burden of costs, arising 
from unused capacity and inefficient 
technique. 

No extensive project of reorganiza- 
tion in Britain has escaped the accusa- 
tion that it is designed as an instrument 
for monopolistic exploitation. ‘Theiron 
and steel scheme, for instance, has been 
characterized by a journal covering 
the metal and hardware trades as 
essentially merely one to tie consuming 
industries to British steel plants by 
means of rebates which “‘are to be used 
to cripple those firms which remain 
outside the scheme.”*! This journal 
believes that the operation of the 
scheme in conjunction with the tariff 
will work great hardship on the con- 
suming industries. There is undeni- 
ably a very real threat to the consumer 
if the reduction of capacity is carried 
to extreme lengths. Even though this 
point has not been reached, we have 
another indication of the need for 
government supervision. 

The foregoing are only the more 
serious of the many problems encoun- 
tered in attempting to force the elimi- 
nation of surplus capacity of British 
industry. In view of their gravity, 


*' The Ironmonger, January 20, 1934, p. 71. It is 
reported that a large number of producers of second- 
ary products consider the scheme to be a menace to 
ture existence. The Economist, April 1, 1933, 


pp. 678-67 
t I-O79. 


their f 


the movement must be viewed solely 
as an emergency measure with decided 
limitations on its usefulness. The hos- 
tility of individual producers is so great 
and their interests so divergent that 
only the severest of calamities will force 
them to participate. Thus shipbuild- 
ing, the industry showing the most 
promising results, is also the one that 
has suffered the greatest losses. The 
Government must be ready and able 
to exert compulsion on recalcitrant 
producers. Yet no one could claim 
that governmental interference has been 
particularly successful in the few cases 
in Great Britain in which it has been 
tried. Although the costs of reorgani- 
zation need not become a permanent 
burden on the industry, it is a fact that 
these costs do set a limit to the profit- 
able curtailment of capacity. Each 
additional curtailment adds to the 
value of the remaining plants. Even- 
tually a point is reached when the 
industry cannot afford further reduc- 
tions unless it is able to extort monop- 
oly prices. To be sure, no scheme is 
intended to be carried this far, but 
when an industry is completely regi- 
mented under a single authority, it 
will be difficult to differentiate between 
legitimate regulation and control for the 
purpose of exploiting the consumer. 
The experience of Great Britain indi- 
cates clearly, therefore, that reorgani- 
zation for the purpose of reducing 
capacity is justified only in extreme 
cases, that it is limited in usefulness 
and that it contains such weaknesses 
and possibilities of abuse that it must 
be accompanied by governmental action 
of one kind or another. 





RAILROAD 


STANDARDS 


By R. L. LOCKWOOD 


History and Definitions 
sg Fomor peppers is commonly 


regarded as a comparatively recent 
development in business and in- 
dustry, but its principles have actually 
been applied for more than two thou- 
sand years. The weapons and armor 
of Caesar’s legions were fairly well 
standardized. It is possible to find 
records of Greek, Egyptian, and As- 
syrian weapons which show attempts 
at standardization. Other early rec- 
ords indicate that standardization was 
applied to bricks, tools, certain kinds of 
textiles, and various other commodities 
which were produced in considerable 
quantities. 
In the days of individual craftsman- 


ship, standardization could seldom re- 
duce production cost; it was applied 
primarily for the sake of convenience 
in use, whether or not such convenience 


resulted in actual money savings. Its 
application extended steadily as popula- 
tions grew and industry developed. 
The craftsmen’s guilds set up standards 
of quality as well as dimension. As the 
quality of products improved with the 
growing skill of workmen, standards 
became more accurate. ‘This tendency 
was further stimulated by the develop- 
ment of mechanical devices, even before 
the Industrial Revolution which fol- 
lowed the introduction of power-driven 
machinery in the eighteenth century. 
The enormous increase in production 
which began with the power age re- 
sulted in accelerating standardization 
at a continually increasing rate. The 
advantages of interchangeability and 
convenience in use became more widely 





recognized, and these advantages could 
be measured in money value in many 
fields of industry and commerce. | 
further advantage, and one of much 
greater importance in numerous indus- 
tries, was that of reduced cost of manv- 
facture. As modern mass production 
developed, the importance of this factor 
became an industrial axiom. Perhaps 
the automobile industry presents the 
most conspicuous example of highly 
standardized products, manufactured in 
quantity at a fraction of the cost of 
nonstandardized “‘custom-made” prod- 
ucts of similar general character. 

Modern standardization involves 
numerous functions which are not 
always fully understood. These func- 
tions fall into two general classes, 
technical and commercial. No exact 
line of demarcation can be drawn 
between them, for they overlap in some 
respects, but the principal motive be- 
hind all standardization is commercial. 
The technical functions of standardiza- 
tion, however, are primarily creative, 
while the commercial functions are 
primarily selective. Technical work 
involves determination by engineers 
or other technicians of the design, 
materials, construction, workmanship, 
dimensions and other features of an 
article, for the purpose of developing a 
standard to meet a required perform- 
ance. Commercial work involves selec- 
tion from existing standards of those 
which are most important from a com- 
mercial standpoint. This class of work 
has become widely known as simplifica- 
tion, and in practically all cases 
means reducing to a minimum tie 
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variety of different standards for a 
siven article, process, or method. The 


verms “design” and “simplification” 


as used herein are intended to cover 


and commercial functions 


technical 
respectively. 


Influences for and against 
Standardization 


The value of correct design is scarcely 
open to argument. Manufacturers, 
distributors, and users of manufactured 
products want their products designed 
so that they will perform their func- 
tions properly and satisfactorily. Differ- 
ences of opinion regarding matters of 
design will always exist, even among 
technicians of equal ability and experi- 
ence, but those differences are con- 
cerned with details, not with the major 
objective of fulfilling performance re- 
quirements, once the latter have been 
agreed upon. Controversies regarding 
the value or desirability of standardiza- 
tion are usually concerned with its com- 
mercial functions, or simplification. 

First, considering the viewpoint of 
the actual user of ‘tend products,” op- 
position to simplification is usually in 
direct proportion to the degree to which 
style, taste, or individuality control the 
selection of an article or commodity. 
No one wants drab uniformity in 
clothes, furniture, or decoration. On 
the other hand, no sane person would 
claim that variety, for its own sake, is 
desirable in paving bricks, water pipe, 
or automobile spark plugs. The real 
desires of users are ultimately reflected 
in the policies of retail and wholesale 
distributors, and of manufacturers. 
When variety is generally desired in 
articles for personal use, it will be 
and should be made available. When 
Variety is not important to the user, 
there is no reason why the distributor 
and manufacturer should not take 


advantage of the economies to be 
gained through simplification, intelli- 
gently applied. In cases such as those 
mentioned above, where variety is not 
only unwanted but distinctly disadvan- 
tageous, a high degree of simplification 
can be applied for the benefit of all 
concerned. 

Manufacturers of products in which 
simplification is of first importance are 
often faced with opposition to it, within 
their own organizations as well as from 
purchasers of their products. One im- 
portant source of opposition may be 
described as the “pull of the sales 
department,” and results from the 
natural desire of salesmen to provide 
whatever purchasers think they want. 
Another source is found in the desire of 
designers to impress their individuality 
on the product. The strength of this 
desire is often proportionate to the 
ability of the designer, and it cannot 
be stifled, for in it lies the source of 
progress and improvement. 

The influence of all production de- 
partments, and of many distributors, is 
exerted in favor of maximum simplifica- 
tion to reduce cost. If an industry is 
to become and remain commercially 
successful, its management must find 
and maintain a nice balance between 
variety and uniformity, and no fixed 
rules can be laid down, even for organ- 
izations in the same general field. 

Standardization cannot be successful 
if it is static. A standard is valueless 
unless it is used, and it will not continue 
to be used unless it is kept abreast of 
new developments and changing condi- 
tions in its field. Many carefully de- 
veloped standardization plans have 
failed dismally because the importance 
of this fact has not been recognized. 
Standardization that is static to the 
point of rigidity has been described as 
a “dead hand reaching out from the 














grave to strangle progress.” It can do, 
and in too many cases has done, just 
that, but “‘dynamic” standardization 
encourages progress. It is kept flexible 
by means of periodic review, appraisal, 
and modification when necessary. It 
must first be intelligently applied, and 
must afterward be intelligently main- 
tained, or it may become a liability 
instead of an asset. Standards which 
are not followed, either because they 
never were sound or because of obsoles- 
cence, have the same effect as laws which 
for any reason are not observed. They 
are of no value in themselves and tend 
to lower the value of those which are 
sound and up to date. 


Early Standardization on the 
Railroad 


In discussing any industry with men 
experienced in that industry, it is com- 
mon to hear them say, “‘our business is 
different.” Usually this statement has 
considerable truth behind it. All busi- 
nesses are different, and the transporta- 
tion business is no exception. In fact 
the differences between transportation 
and other businesses ,are wide and 
fundamental. All transportation busi- 
nesses are in the class of “‘service 
industries,” but the service they furnish 
is unique. It is not only personal and 
commercial service, but public service 
as well. The railroad in turn is differ- 
ent from other transportation enter- 
prises. While it is neither the oldest 
nor the newest form of transportation, 
it has been during most of its life the 
most important form, particularly in 
this country. It has represented the 


largest investment, the largest traffic 
in passengers and goods, and the largest 
mileage of commercial land transport 
routes. 

For years after the first railroads 
were built, each was a law unto itself, 
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as regards physical standards and meth. 
ods. Not until the railroad had become 
established as the major transportation 
agency of the country was much 
thought given to standardization in the 
modern sense. Performance require- 
ments were constantly changing; tech- 
nical design was in the pioneering stage 
and was often crude and hastily de- 
veloped, and simplification was un- 
known. As late as the fifties and 
’sixties, there were numerous differences 
in such important features as track 
gauge, coupling devices, and clearances. 
The first activity leading to standard- 
ization came about through the need 
for cooperative action in connection 
with car repairs, when freight cars first 
began to be used off their own roads. 
In 1867 the Master Car Builders Asso- 
ciation was organized. In 1869 it 
initiated work which resulted 24 years 
later in the passage of the Safety 
Appliance Act and in the establishment 
of the automatic coupler. In 1868 the 
American Railway Master Mechanics 
Association was organized ‘“‘for the 
advancement of knowledge of principles, 
construction, repairs, and service”’ to all 
kinds of rolling stock. In 1870 this 
association adopted its first standard, 
covering screw threads. 

By 1872 the need for time standard- 
ization had become urgent, and in 1883 
one standard time system superseded 
more than 50 systems previously used. 
The experience gained through the 
Time Conventions stimulated recogni- 
tion of the advantages to be gained 
through interchange of ideas looking 
toward the solution of problems com- 
mon to all railroads. Consolidation of 
the General Time Conventions with the 
Southern Railway Time Convention !n 
1886 was an important factor in bring- 
ing about the formation of the Amer- 
ican Railway Association. Between 
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1884 and 1893 the associations of 
Ma ster Car Builders and Master Me- 
hanics, together with other groups 
of railroad men, developed standards 
covering train rules, per diem rules, 
jimensions and specifications for cars, 
car service rules, block signal and inter- 
locking rules, and numerous designs 
and specifications for car parts and 
appliances. 
‘Efforts to standardize track gauge 
had been made at intervals for more 
than twenty years. By 1875, a major- 
ity of railroad mileage was using the 
present standard of 4 feet 814 inches 
between rails, but it was not officially 
adopted by the American Railway 
Association until 1897. The develop- 
ment of standard gauge is an excellent 
examp le of true simplification. It in- 
lved selecting one universal standard 
from among the numerous varying 
standards used by different railroads. 
As in most successful simplification 
projects, selection was based on the 
percentage of existing use of the stand- 
ard finally adopted. Railroads which 
were using a different gauge incurred 
considerable expense in making the 
necessary changes in track and equip- 
ment, and would not have done so 
unless they had seen clearly the ulti- 
mate benefits to be gained through 
general interchange of equipment. To- 
lay ne may regard standard gauge as a 
minor law of nature, but it is really the 
result of years of effort to bring about a 
physically unified system of railroad 
transportation. 


The American Railway Association 


the turn of the century, 
railroad managements realized the need 
lor a more complete and comprehensive 

rganization for the study and disposi- 
tion of the many problems which were 
common to all roads. The present 


Bef re 


American Railway Association was 
organized in 1891 for the “development 
and solution of problems connected with 
railroad management in the mutual 
interest of the railroad companies of 
America.” With its affiliated organiza- 
tions, it deals with practically every 
phase of the railroad industry, and has 
not only a profound influence but a 
considerable degree of actual authority 
over all the member roads. The Asso- 
ciation is composed of eight major 
divisions, each covering a special field 
of activity. While most of the divi- 
sions are concerned to some extent with 
standardization activities, three of them 
devote a large part of their effort to 
such activities. Division IV, Engin- 
eering, Division V, Mechanical, and 
Division VI, Purchases and Stores, 
together with the American Railway 
Engineering Association and the Rail- 
way Accounting Officers Association, 
develop a large majority of A. R. A. 
standards of physical items and of 
methods. For practical purposes the 
American Railway Engineering Asso- 
ciation and Division IV, Engineering, 
may be considered as a unit, although 
the former includes nonrailroad mem- 
bers. This unit is usually designated 
as A. R. E. A. The Freight Container 
Bureau and the Railway Fire Protec- 
tion Association also develop standards 
in their special fields. 

As indicated by the names of the 
units, the A. R. E. A. is concerned 
primarily with roadway, track, and 
structures; the Mechanical Division 
with locomotives, cars, shops, and 
other mechanical items; the Purchases 
and Stores Division with methods of 
purchasing, handling, storing and dis- 
tributing materials and supplies, and 
the Railway Accounting Officers Asso- 
ciation with clerical and accounting 
practices. Each unit is administered 
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through a General Committee, and 
includes a number of “‘subject com- 
mittees”’ to which are assigned the 
actual work of developing standards. 
Some important subject committees, 
such as the Rail Committee of A. R. E. 
A., have subcommittees to deal with 
separate phases of the main subject. 

The procedure used in developing 
standards is similar in all units. The 
work is assigned to a subject commit- 
tee, which may use subcommittees 
when necessary. The subject com- 
mittee makes such studies, investiga- 
tions, and tests as it considers neces- 
sary, works out a standard based on 
the results, and reports its findings to 
the General Committee. If the stand- 
ard is approved by that Committee, 
it is then presented, by letter or at an 
actual meeting, to all members of the 
Division or other unit. If approved 
by a majority of members, it is then 
submitted to the President of the Asso- 
ciation for approval by the Board of 
Directors. If approved by them, the 
American Railway Association takes a 
letter ballot of all member roads on 
standards of major importance. When 
the ballot shows a substantial majority 
of approval, measured by mileage of 
roads, ownership of equipment, or such 
other measure of interest as may be 
required, the standard is officially pro- 
mulgated and printed in the Manual of 
the originating unit. 

The American Railway Association 
has authority to require all member 
roads to adhere to physical standards 
and standard practices promulgated 
under “‘ Rules for General Interchange.” 
Physical standards in this category 
cover brakes, couplers, steam and air 
connections, and numerous other fea- 
tures of equipment which must be uni- 
form in order that locomotives and cars 
can be used interchangeably on all 








standard gauge railroads. Safety 
standards required by authority of the 
Interstate Commerce Commission and 
other public bodies must also be fol- 
lowed by all roads within their juris. 
diction. Such standards cover physical 
items, methods, and practices, and are 
designed for the protection of railway 
employees and the public. 

Adherence to standards other than 
those required for general interchange 
or safety is voluntary. Their use can- 
not be enforced by the American Rail- 
way Association or by any other 
existing organization of the railroads. 
The great majority of A. R. A. stand- 
ards are in this class, and there is a 
wide range in the degree of adherence 
to them. Many standards which were 
originally adopted by a large majority 
vote, indicating a probable adherence 
of 90% or more, show a progressive 
reduction in adherence after a relatively 
short time. In most cases, adherence 
falls off because a standard is not kept 
up to date. One road after another 
may develop improvements in the item 
or practice covered by the standard, 
and without some provision for periodic 
review, the standard soon becomes 
obsolete. 


The Committee System 


In general, the development of stand- 
ards by committees of the various 
divisions as described above has been 
more successful in the field of design 
than in that of simplification. The 
committees are composed of men who 
have expert knowledge and long experi- 
ence in their respective lines of work. 
In some cases they are responsible for 
the successful use on their railroads ot 
the items or practices for which they 
develop standards. In matters 10 
volving design, they can be depended 
upon to work out standards which will 
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meet given performance requirements. 


The establishment of performance re- 
wirements, however, often develops 


gull 


diferences of opinion which are hard 


reconcile. Leaving aside obvious 
jiferences in the requirements of differ- 
ent roads, due to varying conditions of 
climate, terrain, traffic, and other im- 
portant factors, there may be con- 
; differences in opinion on 
which are common to ll 
roads. Such differences may result in 
failure to agree, Or in a compromise 
based on personal or railroad influence 
rather than on sound technical and 
commercial considerations. 

When performance requirements 
have been agreed upon, differences of 
pinion frequently appear in regard to 
means for accomplishing those require- 
ments. Unless such differences can be 
reconciled, a committee must either 
drop the subject, or bring out a number 
of different standards, each ‘“‘recom- 
mended” as suitable for the purpose in 
view. The latter action is frequently 
chosen as the better alternative. As- 
suming that each standard for a given 
item has equal technical merit and is 
staunchly supported by one or more 
committee members, no other action 
is possible in the absence of any au- 
thority which can require the selection 
fone standard for universal use. The 
fact that adherence to a standard is 
voluntary has a tendency to encourage 


b 


siderable 


matcers 


dissenters.’ 
Itis interesting to compare the work 
i one of these committees with that of 
a standards committee of an individual 
railroad. Members of the latter com- 
mittee know that standards developed 
by them and approved by the execu- 
tives of the road will be made manda- 
tory, and that they will be held 
personally responsible for successful 
periormance. They also know that 


the executive in charge will not approve 
several standards for the same item if 
one seems as good as another, but will 
require the use of one only. The com- 
mittee is given a reasonable length of 
time to develop a standard, and is not 
only expected but required to reduce 
the variety of standards to a minimum. 
The fact that the work of such a com- 
mittee is less expensive and far more 
effective than that of the average 
subject committee of an A. R. A. unit 
is by no means a reflection upon the 
competence of the latter. It does, 
however, emphasize the need for some 
authority which can enforce adherence 
to standards, and which in turn will 
require that the committee assume full 
responsibility for design, simplification, 
and successful performance. 

It is not surprising that the work of 
A. R. A. committees fails to reach 
maximum effectiveness. On the con- 
trary, its average degree of effective- 
ness is surprisingly high, in view of the 
facts mentioned above and of the 
further fact that committee members, 
almost without exception, are full-time 
officers or employees of railroads. 
They must be exceptionally industrious 
and conscientious, as well as able, in 
order to accomplish results even ap- 
proaching the attainable. They are 
sometimes handicapped by policies of 
their own roads over which they have 
no control, but which they cannot 
ignore. Their mental attitude toward 
their work is inevitably colored by the 
knowledge that they are not personally 
responsible for its success, and that no 
matter how good it is, it may never be 
recognized or made effective, even by 
their own roads. The effect of these 
conditions is reflected clearly in the 
length of time required to develop 
standards, in the unnecessary variety of 
standards for the same or similar items, 
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and in the low average degree of actual 
adherence to a majority of A. R. A. 
standards other than those required 
for general interchange or safety. 


The Need for Centralizing 
Standardization 


A study of the form of organization 
of the American Railway Association 
may lead to the conclusion that it is 
properly set up to carry on standardi- 
zation and allied activities as efficiently 
as possible, in view of the magnitude of 
the railroad industry and the tremen- 
dous number and diversity of physical 
items and operations required to carry 
it on. A study of the results actually 
obtained, however, will show that even 
if the form of organization needs no 
improvement, there is room for sub- 
stantial improvement in the methods 
by which certain functions are carried 
on. This statement applies partic- 


ularly to the work of standardization. 


The principal difficulties in the way 
of securing maximum results in and 
through this work do not have their 
sources in the form’of organization, nor 
in the personnel of committees. The 
most important sources of difficulty are 
that the men who actually develop 
standards are in each case employed by 
an individual railroad, that they are 
not personally responsible for the suc- 
cess of the standards, that they have no 
authority to make standards effective 
even on their own roads, and that 
standardization work under present 
conditions must necessarily be only a 
side issue to them, instead of a full time 
activity on which they are required to 
concentrate all their efforts. These 
conditions cannot be changed all at 
once, and no attempt should be made 
to change them until a more effective 
plan has been devised. 

A detailed study of the history of 
railroad standardization and a com- 





HARVARD BUSINESS REVIEW 


parison of its methods and results with 
those of other large industries points 
the way toward developing such a plan, 
While no other industry is exactly com- 
parable to the railroad industry, man, 
physical items, methods, and processes 
used by other industries are very similar 
to those used by railroads, and the 
methods by which they are standard- 
ized have been found applicable to 
numerous industries in widely diversj- 
fied fields. One fact which appears 
prominently in standardization prac- 
tice is that a majority of the largest in- 
dustries separate standardization work 
from operating. This separation ap- 
plies not only to function but to per- 
sonnel, including executives, and it 
occurs in commercial and trade associa- 
tions as well as in individual companies. 

Another significant fact is that many 
large industries, particularly those 
which have been most successful in 
utilizing the results of scientific and 
technical work, combine research, engi- 
neering, testing, and standardization in 
a separate administrative unit, or in a 
group of closely coordinated units under 
the direction of a high executive officer. 
Personnel employed in such units may 
be drawn from operating and other 
units of the company or association, 
but in most cases includes men with 
specialized training in research and 
engineering, who may be drawn from 
sources outside the organization. 

In the light of present information 
regarding the performance of these 
allied functions by the railroads, it 
appears probable that the practice 0! 
other industries can be and should be 
applied by the railroads, and that max! 
mum benefit to them can be obtained 
in no other way. This conclusion 
points clearly toward segregation ° 
these functions from other activities 
of the railroads, and toward centralizing 
their administration under the direction 
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sf the American Railway Association 
some other body which can be given 
he necessary executive authority. 

py ores from results obtained in 
many of our largest industries, a cen- 
tralized Railroad Technical Bureau, to 
coordinate and administer all work 
‘; research, development, engineering, 
resting, standardization and other allied 
ields, would pay for itself many times 
Even if wholly new facilities 

and personnel for such a Bureau were 
to be built up, the expense involved 
would be relatively lower than in other 
ies in which this kind of work is 
important. It would, how- 
ever, be possible to make extensive use 
f existing facilities, and some use of 
personnel now employed by individual 
roads, to the extent that men of suitable 
qualifications could be spared by their 
Some new facilities might 


industr 
no more 


own roads. 


have to be developed, and some men 
brought in from outside industries, but 
generally speaking ample facilities and 


qualified personnel are available now, 
hee in the railroads themselves or in 
outside organizations interested in some 
phase of the railroad business. Such 
organizations include equipment and 
supply companies, large producers of 
basic materials, educational institu- 
tions, and professional societies. The 
American Railway Association cooper- 
ates with a number of such organiza- 
tions now, but not as effectively as 
could be done through a central Tech- 
nical Bureau. 

It should be possible for the Ameri- 
can Railway Association to build up a 
lechnical Bureau step by step, with 
comparatively little additional expense 
until it had actually begun to function. 
From that time on, the work should be 
developed in such a way that actual 
expenditures would be compensated by 
the results of activities of measurable 
money value. Such activities would 


probably be only a fraction of the total 
work done. Selection of directing per- 
sonnel is of the utmost importance, 
particularly during the formative pe- 
riod. Theadministration ofa Technical 
Bureau covering a field of such breadth 
and importance must be in the hands of 
men who possess not only broad knowl- 
edge of technical and commercial prin- 
ciples, but vision as well. Only such 
men could build an institution which 
would measure up to the importance 
of the railroad industry. A Railroad 
Technical Bureau should attain such 
importance and prestige that positions 
on its staff would be eagerly sought by 
men of outstanding ability. 


Work of the Federal Coordinator 


Standardization has been one of the 
many important subjects with which 
the Coordinator’s office has been con- 
cerned since its establishment in June, 
1933. Work in this field has been 
handled principally by the Section of 
Purchases, which has been cooperating 
continuously with existing organiza- 
tions, including those of the American 
Railway Association and of equipment 
companies, professional groups, and 
others. It has made a careful study of 
the entire situation as regards standard- 
ization, both technical and commercial. 
The establishment of sound standards 
for physical items, methods and proc- 
esses common to all roads is of much 
importance in connection with certain 
problems of purchasing. ‘The general 
purpose of the Section of Purchases is 
to promote economy in the selection 
and procurement of the physical prop- 
erty of the railroads, and standardiza- 
tion is obviously one of the most 
important factors in proper selection. 
So far, only three definite recommenda- 
tions covering standards have been 
made by the Coordinator. One covers 
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a standard for a 50-ton box car, de- 
veloped by the Car Construction Com- 
mittee and approved by the American 
Railway Association. The second cov- 
ers rail, and recommends the adoption 
of not more than five standard sections, 
four of which have already been ap- 
proved by the Association. The third 
recommendation covers the Simplified 
Invoice Form, approved by the Rail- 
way Accounting Officers Association 
and by the Purchases and Stores Divi- 
sion, A. R. A. 

The Coordinator has also recom- 
mended that standardization of rail 
joints and accessories be expedited, that 
lumber standards developed by A. R. 
E. A. and the Mechanical Division be 
brought into conformity with each 
other and with commercial American 
Lumber Standards, and that standard 
specifications be developed for loco- 
motive coal on a basis of performance 
per dollar expended. These projects 
are in the hands of subject committees 


of the units directly concerned. A 
large number of other standardization 
projects are being considered for future 


recommendation, in cases where it 
seems advisable to accelerate work 
already being carried on by subject 
committees, and to assist in making the 
results effective. 

In addition to the work being done 
directly on standards in cooperation 
with A. R. A. committees, several other 
plans are being developed in connection 
with the broader aspects of a compre- 
hensive standardization program. It 
is essential that existing standards be 
reviewed in order to appraise their 
value, measured by degree of adherence. 
A plan for establishing Regional Re- 
viewing Boards for purchases includes 
identification of all A. R. A. standards 
on purchase orders, which will provide 
an exact measurement of adherence. 
The information thus obtained will 
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provide a sound basis for recommenda. 
tions regarding revision or elimination 
of existing standards, and development 
of new standards. In connection with 
information regarding prices, the money 
value of standards can be closely 
appraised. 
Surveys of railroad shop equipment 
and methods are being carried on to 
determine the possible economies to be 
gained through replacement of obsolete 
equipment, improvement and stand- 
ardization of practices, and consolida- 
tion of locomotive and car shops. A 
study of railroad practice in scheduling 
maintenance and repair work is also 
being made for the same general pur- 
poses. Similar surveys are being made 
of railroad storehouses, scrap handling, 
sorting, and reclamation plants, and 
of methods used in the disposition of 
obsolete and surplus materials. 
Under the auspices of the National 
Research Council, a Committee on 
Railroads of the Science Advisory 
Board has been set up to study the 
facilities, procedure and personnel avail- 
able for railroad research, and to com- 
pare them with those of other large 
industries in which research is an 
important factor. The Committee is 
composed of nationally-known research 
scientists, and is cooperating with a 
committee of railroad executives in 4 
study of possible means for utilizing 
scientific research to the advantage of 
the railroads. Among other plans, the 
establishment of a railway proving 
ground has been suggested to the 
committee, and its possibilities will be 
carefully studied. The value of an 
adequately equipped proving ground 
for the use of a central Railroad Tech- 
nical Bureau can scarcely be over 
estimated. It should prove to be the 
most important single facility for de- 
veloping sound standards and proving 
their technical and commercial value. 
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CULTURE AND TECHNIQUE 
By RAOUL DAUTRY! 


engaged in constructing the Garden 
Cities of the Northern Railway 
(Réseau du Nord) and the 
classrooms of which their 
schools consist, I had an unrivaled 
a agree to gain a thorough knowl- 
edge of the education given there. I 
worked in collaboration with the di- 
rectors and teachers, both men and 
women, to establish schools of manual 
training (débroutillage), home economics 
and post-graduate courses; and at the 
same time I collaborated with the 
engineers in organizing schools for 
apprentices, involving the technical 
education of many special types of 
employees and the choice and final 
training of men to fill widely varied 
positions. 
Thus, in the course of my work with 
the Northern Railway I saw, just as 
I now see in the State Railway (Réseau 
de 'Ftat) and also in the Cie. Générale 
T'ransatlantique and the Cie. Aeropostale, 
many men of different degrees of cul- 
ture and technical training, and ful- 
filling different functions; and as I have 
had occasion to make use of my knowl- 
edge of such men, I have come to 
appreciate the importance and add to 
the extent of this knowledge. 
_ These circumstances, which I recall 
in order to justify myself in giving an 
opinion on educational questions, led 

riends to ask me what is expected from 
clementar y and professional education 
by the transportation industries, which 
employ more than 400,000 men in 
Fr ance and thus provide a livelihood 
‘or some 2 million people. 


Presesedi years ago, while I was 


System 
hundred 


‘Translated from the French by R. M. Hower. 
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Humanism and Technical Education 


In the first place, I should like to say 
that I consider their programs, methods 
and results to be excellent, and that I 
do not set “‘culture” and “‘technique” 
in opposition to each other, as some 
people see fit to do. 

“Form brains, and furnish them with 
ideas of a general nature,” say those 
to whom every well-formed or well- 
stocked brain seems receptive to every 
kind of technical knowledge, to whom 
every hand appears fitted to learn 
quickly and well the performance of 
any task which may be assigned to it. 
To listen to them, one might suppose 
that a course in Humanism, exclusive 
of everything else, would be the only 
chance for a twentieth-century man to 
temper the fury of the machine age and 
avoid the erection around himself of a 
wall of intellectual solitude. 

“Let general, aimless culture give 
place to technical education,” say oth- 
ers, to whom the practical man, well 
versed in his technical processes and 
skilled in the invention and use of 
machinery, seems assured of becoming 
a man in the fullest sense, one of the 
elect among citizens. And they go on 
to add, of their own accord, “‘technical 
education will prove the salvation of 
the mind.” 

These oversimplified statements seem 
to me to be actually disproved by my 
own experience. Although I know uni- 
versity professors who have high au- 
thority in the control of important 
industrial and commercial affairs, I 
also know of an industrialist who has 
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tried, without much success, however, 
to employ college men in a machine 
shop, with the idea of providing him- 
self with a leadership of high quality. 
It has not been established that a good 
workman in a special line will become 
ipso facto a good foreman, or that a 
good foreman will make a good shop 
superintendent, or that a good shop 
superintendent, any more than a gradu- 
ate of the most famous schools, will 
make a good chief engineer. 

I put aside, therefore, these two 
catch-phrases, “‘culture before all” and 
“‘technique before all,” disregarding 
those who would tell us that one of 
these, to the exclusion of the other, will 
point the way by which men may real- 
ize their highest destiny; and I ask 
leave to study, first, certain data per- 
tinent to that destiny, and, second, to 
consider what it is that men must set 
out to do. 


Scientific vs. Social Problems 


I do not want (although I ought) to 
go into the spiritual and moral prob- 
lems which arise. I shall follow the 
custom of our time, which leaves these 
in the darkness and concentrates the 
brilliant light on economic problems. 
Moreover, in an age of democracy, it is 
on economic problems that one is more 
frequently called upon to pronounce 
an opinion—every four to six years at 
the least! 

Is it a question of free trade or 
protection? ‘The most sincere and en- 
lightened minds profess diametrically 
opposite views. By encouraging foreign 
trade, by throwing open the ports of 
our country to imports, nations of 
potential customers may be enriched; 
by clinging to protection, although ex- 
porting becomes impossible, we are 
certain of being able to support life. 
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Is it a question of confining industries, 
progressively perhaps, to those coun. 
tries or to those sections of each country 
which are best suited to them? Here 
we find high hopes of a lower cost of 
production, but also gloomy fears of 
migration of population and the possi. 
ble disorganization of lives. 

There is no more agreement, no 
greater certainty, on financial, mone- 
tary, political, social or international 
problems. Hence it comes about that 
every man who wishes to exercise his 
hard-won right to take part in the 
regulation of his own destiny must of 
necessity hold an opinion on subjects 
as numerous as they are difficult; or at 
least he must have sufficient knowledge 
of these subjects to choose between the 
different views suggested to him. 

For example, in England, that strong- 
hold of individualism, of free trade 
both in imports and in exports, we find, 
in the course of three years, the triumph 
of planned economy, the rationaliza- 
tion of production and of distribution. 
The Socialist “‘ Marketing Act” of 1931 
was completed and extended by the 
Conservative ‘‘ Marketing Bill” of 1933, 
which regulates domestic agricultural 
production, in compliance with the 
demands of three-fourths of the pro- 
ducers of each agricultural commodity. 
What will the French peasant think and 
do tomorrow? 

Again, in the United States, another 
stronghold of private enterprise, where 
economy, in contrast with that of 
England, is entirely based on the de- 
velopment of internal markets, and 
where social legislation is the least 
progressive of all the great nations, 
President Roosevelt intends to put into 
practice a régime of planned economy 
and is conducting a colossal campaign 
of order against disorder, of organiza- 
tionagainstanarchy. For the moment, 
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he is requesting rather than command- 
-.. and declares that he “puts his 


whole trust in the force of the common 
‘nterest, in the force of the united 
action of the American people.” He 
appeals to their intelligence to under- 
stand, and to their will to accept, the 
control of production. What of the 
understanding, what of the will, of the 
French laborer, artisan and petty trades- 
man of tomorrow? 

We are no longer guided by the 
invincible force of the opinions and 
judgments of a few great popular 
leaders; the authority of tradition has 
lost its power over us. It is the law 
which decides, and the law changes 
with the parliamentary majorities which 
represent the opinion of the citizens for 
the time being. ‘Thus we see that the 
essential characteristic of political, eco- 
nomic, and social problems is that they 
can never be solved in the same way as 
scientific problems. The solution of a 
question of mathematics or physics is 
“perfect”? as soon as one single man has 
discovered it, and its inflexibility leaves 
other men no power of refusing to 
accept it. But the solutions of these 
other problems are different in kind, so 
that a man who had them in his mind 
could scarcely be said to have anything 
real, since even the degree of their 
truth depends on an assumption of the 
reception which will be accorded them. 
And in order to remove this uncer- 
tainty, it is mecessary that a great 
number of men shall have helped to 
discover such solutions, and played 
their part indiscriminately in inspiring 
them, approving them, and imposing 
them on others. The genius of a single 
Newton was enough to bring to fruition 
the observations of Kepler, but the 
consensus of public opinion alone makes 
a living reality of the scientifically 


correct solution of a political, economic 
or social question. 

This is why it has become so in- 
dispensable, so vital, in the realm of 
opinions, to give to all some “means of 
appreciation,” that is to say, “‘culture.” 

Thus manual and professional train- 
ing are not enough for the modern 
citizen. Hemust have something more. 
He needs that culture which has been de- 
scribed in unusually appropriate words 
by M. Dumontier, representing the 
Confédération Générale du Travail at 
the Congrés del’ Enseignement Technique 
at Brussels: 


Culture is not the adaptation of man to 
a certain number of mechanical functions 
of the brain—reading, counting, drawing, 
etc.—but the formation of the human intel- 
lect; it is the ability of one who has received 
it, to adjust himself immediately in time 
and space, to understand without effort 
the various problems born of human 
activity, to adapt himself instantly to all 
situations, never to feel himself a complete 
stranger to any problem, whatever it may 
be, never to admit his inability to under- 
stand, never to accept a line of reasoning 
which he knows to be false, but which he 
feels himself powerless to oppose. It is 
to have a personality which is at once the 
issue of his own habit of mind and of his 
knowledge of the universality of human 
effort, and to be no longer condemned to 
be nothing more than the shadow of 
another personality. 


Monsieur Herriot has described cul- 
ture, in different words, but with no 
less felicity, as “‘that which remains 
when all has been forgotten.”? It is, 
in truth, from the ashes that new life 
springs. 

Man has no longer many enemies on 
earth, since he has learned to conquer 
cold, heat, darkness and distance, to 
check disease, and to keep death at bay. 
There can be no doubt that if he wishes 


2Editor’s Note: This was Charles W. Eliot’s 
definition of ‘‘an education”’! 
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to fight against the ills from which he 
suffers, ills for which, to tell the truth, 
he must bear the responsibility but not 
the blame, he must have a guiding 
beacon; and it is education which ought 
to furnish it to him—elementary educa- 
tion, of course, for the great majority. 
This education must last long enough 
to give, in addition to the perfect use of 
the technical and fundamental accom- 
plishments which the intellect will 
need (reading, writing, arithmetic, draw- 
ing, etc.) the critical study of the past, 
the sincere and vital study of the pres- 
ent, the development of the powers of 
observation, the cultivation of flexibility 
of thought, the discipline of the judg- 
ment. Little is needed in France— 
sometimes a few opportune hints are 
enough—to give to minds in process of 
formation a taste for independent re- 
search, a realization that formulae can 
rarely solve human problems whose 
subtle solutions must evolve in the 
course of time, admiration for great 
characters, a feeling for collaboration 
and discipline. 

Can we say that all French people 
ought to go to college in order to become 
good citizens? It would be absurd to 
claim this,and vain to hopeit. But the 
culture which I think desirable for all, 
the culture which ought to provide, in 
a nation (and later, let us hope, in the 
world as a whole) anelement of harmony 
through the sense of proportion which 
it brings, can have its foundations laid 
in the elementary school, and it can 
then be carried on in the professional 
school, and prolonged thereafter by 
every possible means. 

In a lesson on literature, history, 
pure or applied science, the master 
must seize every opportunity to show 
the children or young people, even in 
the face of their opposition, the beauty 
of the great trends by which mankind 
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is swayed. What remains to us of the 
past is the spectacle of a world full of 
inequalities, to which certain intellect; 
and certain characters gave their con. 
tribution more fully perhaps than woul; 
be possible today; perhaps we are moy. 
ing towards a world in which the differ. 
ence between men will be less marked 
where their lot will undoubtedly hold 
less of the unforeseen, and probably 
also less suffering. But in describing 
and interpreting one or another of 
these trends, it is desirable and easy to 
create the feeling of the grandeur and 
beauty—the misery also—rooted in the 
past, continued through the present, 
and potential in the future; to beget 
enthusiasms, to encourage admiration, 
The radiance which is shed by the lives 
of great men, by great schemes and by 
great events cannot fail to help us t 
walk in the more diffuse light through 
which modern societies have to pick 
their way. 


The Problem of Livelihood 


But manis not limited in his activities 
to the role of citizen. He must earna 
livelihood for himself and for his family. 
For a long time—if not forever-—in the 
centuries to come, the functions which 
the majority of men will have to per- 
form will be humble, rough and gross. 
Many will be barred from all other 
functions by intellectual deficiencies; 
the progress of some will be retarded 
by material circumstances. Men hustle 
and press on toward positions of leader- 
ship, but the roads which lead to them 
are neither straight nor empty. 4 
dominant and broad technical educa- 
tion should come to the rescue here, by 
removing the material obstacles from 
the path of those who are endowed with 
intelligence but to whom fate has 
refused the opportunity of prolonge¢ 
study, by opening another highway ‘0 
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chose who are endowed with manual 
kill or mechanical imagination, by 


striving a series of paths easier than 
But further, on 


“OT 
(Ui 


the overgrown slopes. 


these new roads, it is essential to con- 
sive points of lookout for those whose 
vision carries far, and it is important to 
see that those whose muscles are stout 
| whose minds are alert shall be led 


and 


by a swift advance to the mountain 


tops. 

A man of worth always cherishes 
ambitions, and he must be able to 
retain the hope and possess the means 
of realizing them. Bowed under the 
hardest or most humble material tasks, 
he foresees the power which would 
accrue to him from a solid technical 
education; and he is entitled to the 


rapture which would be afforded him by 


scientific, literary, or artistic knowledge, 
for it is not enough for him to resolve 
the material difficulties of the moment. 
He seeks doggedly to escape these 


banality and falsehood of life, to raise 
himself above ‘‘the dust of things 
ephemeral.” Atall times and in almost 
all places humanity has suffered nos- 
talgia for something less vulgar than 
the utilitarian life, for larger horizons, 
for a world of poetry and art to make it 
forget that other world where it toils, 
strives and suffers. And the evidence 
of the press and of the American novel 
shows us the blemishes, the miseries 
and the emptiness of lives cramped by 
the unrelieved quest after material 
well-being, and the flatness of a strictly 
utilitarian culture. 

In Ilya Ehrembourg’s, The Second 
Day of Creation, Kolka, who toils in 
the mud to build, hears one day 
“strange, extraordinary words, which 
he already knew and indeed had often 
heard: road, soul, dust, sorrow—words 
which, joined together so beautifully 


and so unexpectedly, made as it were 
another language. He opened his ears 
to the sound of them, and understood 
that in many things there are more 
words, and that words live with a life 
apart. The world, which already inter- 
ested him, expanded for him from that 
houron. Besides the knowledge which 
he wanted to acquire in quickened 
time, he understood that there existed 
something else; sounds, a sadness with- 
out reason, and a boundless and in- 
communicable joy.” 

Who can doubt that this thirst for 
knowledge which has been observed in 
Russia, that this discovery of beauty 
sO moving in a poor moujik, are fre- 
quently to be found in France? All 
those who approach the French work- 
man meet these qualities every day, 
but there is something more; the 
Frenchman is not satisfied to feel him- 
self a man, but aspires to be a leader; 
for his children he dreams of vaster 
knowledge, of a nobler vocation, of a 
wider field of action. Is it not in 
compliance with his wishes that the 
Conservateur des Arts et Métiers of Paris 
has been able, by an educational system 
of great value, to reach the humblest 
elements among the people, to nourish 
the deepest roots of the nation, to 
enrich her gallant workers with a 
general scientific education and to 
furnish them with precious weapons 
for the battle of life? 

Technical education, no less than 
other kinds of education, must make 
every effort to encourage all these 
ambitions. Of course, the firsi thing 
to do is to train workers of high quality, 
thus raising the standard of industrial 
and agricultural production and secur- 
ing easier circumstances for the worker’s 
family; but we must also facilitate the 
advance of those who are worthy of 


such help. 
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The admirable Directeur Général de 
Enseignement Technique, M. L’Abbé, 
understands this perfectly. He has 
not confined technical education within 
the limits of the mere pursuit of the 
calling, nor has he reduced it to a mere 
apprenticeship for a single trade nor 
isolated it from general education. 
Side by side with each phase of the 
latter, he has placed a phase of profes- 
sional education. ‘The combination of 
the two systems offers to all men, in 
some degree, that solid foundation of 
humanités primaires on which in the 
future the edifice of their lives may rise 
to greater heights, and through which 
legitimate ambitions may be realized 
more easily and the pleasures of the 
intellect may be more extensively en- 
joyed. These humanités primaires will 
encourage the necessary reaction against 
reality as well as action in reality, and 
open the road to spiritual and moral 
truth, running parallel with the road 
which leads towards greater well-being. 


The Spirit of the Railroad Man 


I should like to cite an example, 
drawn from a calling with which I am 
familiar, by way of illustrating the 
possibilities offered by the development 
simultaneously or alternately, but in 
any case long and steadfastly pursued, 
of the two types of education. 

For several years, the French rail- 
ways have not been content with mak- 
ing great progress solely in the perfection 
of their organization and equipment. 
The results which they have already 
attained by devoting themselves to the 
completion of the technical and general 
knowledge of their personnel have given 
rise to a further ambition. They hope 
that they will soon be able, by careful 
selection based on intelligence, profes- 
sional qualities, and qualities of leader- 
ship, to raise to important positions a 


much greater number of employees of 
no more than ordinary education. 

I emphasize the fact that the railways 
employ directly more than 400,000 men. 
providing a livelihood for more than 
2 million men, women and children: 
that 60% of the expenses of the rail. 
ways, which reach a total of 14 billion 
francs a year, are personnel expenses: 
and that their technical training in- 
cludes civil and mechanical engineer- 
ing, electricity, metallurgy, commerce, 
accounting, statistics and finance. Con- 
sider the scope of the natural bents and 
the branches of technical knowledge 
which a railway system uses in its 
everyday life; consider the importance 
of the interests which depend upon its 
condition; and as the greater number of 
railway employees have received an 
education which is mainly technical, 
but not exclusively so, we may also see 
the importance which may attach in 
this case to conclusions based on a 
fairly wide experience of men. 

Undoubtedly, it is more essential 
that each railway employee should be 
equipped with some branch of technical 
knowledge than that he should have a 
sound general culture. However, a 
supple mind and an extensive education 
supplementing a perfect and varied 
technical knowledge are of inestimable 
value in a railway, since the work of the 
railway man is not solitary, like that of 
the shepard or ploughman; it is the 
work of a team, and each member of 
the team must know the work of his 
teammates so as to facilitate it and, if 
necessary, to correct it. 

The advantage of the railway man’s 
vocation is twofold. It lies in the 
collaboration which almost every act 0! 
transportation requires from those who 
find themselves involved in it. If the 
fireman, or the plate-layer, or the 
electrician, or the switchman, or the 
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road-crossing keeper, or the station 
workman, if a single one of these fails 
‘, his duty toward the engineer, the 
\ife of the latter, or at the very least the 
punctuality of his train (an essential 
condition of the safety of the driver 
following him) is directly threatened. 
And, of course, a great number of these 
links are reciprocal. Hence comes that 
feeling of solidarity, of team spirit, 
which forms the living bond between 
railway men, the basis of the action of 
men of all ranks; this in turn accounts 
for that “‘love of the railway” which 
every true railway man has at heart, 
and which makes the station master 
cast a glance of regret on the empty 
train, and rejoice when a train is on 
time or the trucks run smoothly in a 
shunting yard. Where each employee 
has an interest in the work of his 
comrades—work which goes on under 
his eyes and is well known to him (a 
rare thing in other industries)—he 
tends to appreciate the need for a 
perfect technique, realizes its grandeur, 
wishes to perfect his own technique and 
sees the work as vital and attractive; in 
short, he performs better service. 

But there is another advantage in 
the work of the railway man, namely 
the opportunity afforded to all of attain- 
ing better positions and, even without 
promotion stripes, of taking part in the 
whole life of the railway. Various 
elected delegations, indeed, have access 
to the heads of divisions, to the heads 
of departments and to the general 
manager. No doubt they were origi- 
nally, and in many cases still are, con- 
cerned solely with material redress; 
but with the passage of time, as 
employers and employees learn to know 
one another better and as a more 
confident cooperation is established 
between them, important professional 
questions are dealt with in these peri- 





odical meetings; and I may say that, so 
far as I am concerned, there is no 
important problem presented to the 
railway which I do not bring up in the 
presence of my twenty delegates, who 
represent all classes of the personnel 
from the unskilled laborers up to the 
inspectors. I flatter myself that they 
take a deep interest in these questions 
and pass sound judgments on them. 
Can it be supposed that this would 
easily be accomplished either without 
a mastery of technical knowledge or 
the will to transcend it? I will go even 
further, and say that, with rare excep- 
tions (and where are there no excep- 
tions?), the delegates are generally 
chosen by their colleagues for their 
worth as men and for their general 
knowledge, as much as for their power 
of obtaining redress, and that this 
human value is so great that the advice 
of those who are finally chosen as 
representatives on the Council of the 
railway is heard on equal terms with 
that of the high officials, the important 
agriculturists and industrialists and the 
big business men who form the Council. 


Educating the Railroad Man 


We want to encourage this taste for 
accurate reasoning, this desire to base 
all conclusions on correct information; 
we want to broaden the minds of our 
employees, to reinforce the living bonds 
of comradeship and team spirit, to 
make possible for them an intellectual 
sympathy with their superiors, so that 
they may come to an understanding of 
executive problems and their exigencies; 
we want to provide ourselves, not only 
with technicians, but also with well 
informed delegates and administrators. 
Therefore, in all departments of the 
State Railway we are making every 
effort to extend the general culture of 
all our employees, at the same time 
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that we are developing their technical 
training. For the mind, as well as for 
the muscles, the essential thing is to 
find opportunities of keeping it supple 
and trying its strength. 

In our schools of apprenticeship, and 
in the professional schools of technical 
education which feed them in many 
towns, we give 600 children a three 
years’ course, consisting of a technical 
education supplemented by some ele- 
ments of a general education (French 
language, general knowledge of history 
and geography, scientific subjects, social 
ethics). 

In our schools of advanced technical 
training for our personnel, whether 
employed in the traffic division, in the 
locomotive division, in the shops, or on 
the track, several hundred fully trained 
men attend our classes for one, two, 
three or four months to refresh their 
memories of their school work, to en- 
large their technical knowledge in their 
own special fields, and at the same 
time to learn something about related 
branches of technique. 

Further, every year we choose about 
fifteen employees between the ages of 
25 and 35, men of all trades, and of the 
most lowly functions, who often have 
no more than their certificat d’études, 
but men whom we feel to be capable of 
continuing their education, and in whom 
we have recognized definite professional 
and moral qualities, and a definite 
aptitude for leadership. These men 
we send to the special School of Public 
Works (L’Ecole Spéciale de Travaux 
Publiques) for a ten months’ course. 

We publish every month 6,000 copies 
of a bibliographic bulletin containing 
brief summaries of articles from peri- 
odicals which might prove interesting 
or instructive to our employees in the 
most varied fields; questions of tech- 
nique are touched upon, but also general 
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questions connected with railways, so. 
cial, literary and historical notes, city 
planning, organization of labor, pre- 
vention of accidents, etc.; and every 
month we lend to those who ask for 
them, the 5,000 or 6,000 periodicals 
and books which have thus aroused the 
desire for reading. Our library and 
the number of articles asked for are 
constantly growing. 

Lastly, a monthly review, “L’ Etat. 
notre Réseau,” keeps our employees in 
touch with important works executed 
on the railway, and with innovations 
in material, operation and repair, but 
less from a descriptive than from an 
educational point of view. ‘The articles 
in the review are usually prepared by 
the employees or the heads of depart- 
ments who have been the initial sources 
of the ideas; and we try above all to 
give our employees a knowledge of the 
existence of technical or human prob- 
lems, the difficulty of solving them, 
and the reasons for the position we 
have taken. A manual of general in- 
struction is thus provided, in which we 
try to open the minds of our men in the 
most widely varied ways, as often as 
possible connecting concrete aspects of 
economic or technical evolution with 
the multiple life of the railway. To 
all this, we devote an annual expendi- 
ture of g million francs, and a great 
deal of the time of our best men, 
particularly our younger men. ‘These 
facts show the extent of our interest in 
the enterprise. 

But whatever may be the results 
which we obtain, and they are very 
good, we ought to recognize in all 
sincerity—and my readers will share 
my recognition—that they would be 
still better, and easier of attainment, 
if we received from the elementary 
and professional schools children, not 
more widely taught but more solidly 
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with greater mental curiosity 
It is 


lod 
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and in better physical condition. 


with this observation that I wish to end. 


Conclusion 


“Cylture and technique” or “‘tech- 
nique and culture” —and not “‘culture 
or technique”’—this is what we need on 
the locomotive, on board ship, in the 
airplane, in the business office. And 
especially do we need wide culture and 
infallible technique for the heads of 
departments. 

Those who have had a good liberal 
education have everything to gain by 
knowing the technique of their depart- 
ments. ‘Those who have begun in sub- 
ordinate technical positions will find it 
to their interest to add unremittingly 
to their general culture. To the end 
that they may not be chained to their 
technique, that they may be enabled 
to escape it, if the need or the chance 
to go beyond it should present itself, 
[ should like to see them straining after 
education, with that ceaseless intel- 
lectual effort which is the real, the 
only, means of building high and 
harmoniously the structure of life. 

This implies the perfect assimilation 
of the knowledge offered to all French 
minds by elementary education. It is 
essential that the men who will have to 
work, no matter how humble their 
position in industry, in commerce, in 
agriculture or in government service 
shall have profited with life-long results 
by the excellent teaching which they 
have received in their childhood, and 
that all human brains shall be culti- 
vated long and earnestly. Since the 
machine has come to lessen the sum of 
human labor necessary to our life and 
since, indeed, it has fostered the plague 
of unemployment among adults, we 
must profit by this and leave all children 


in the elementary schools longer, one 
year at least and two if possible, that 
they may pursue their intellectual and 
physical development without haste, 
earnestly and solidly. It is essential 
that we should, after they have been 
active in industry, call them back to 
school by means of numerous, well- 
arranged and regularly-followed post- 
graduate courses. Finally, we must 
improve the physical condition of the 
race. It will be expensive, no doubt; 
there will be teachers’ salaries, schools, 
dispensaries and playgrounds; but it is 
possible to vote these expenditures 
without increasing the total budget. 
It is preposterous that in France the 
budget of Public Education should 
represent only 6% of the total budget, 
and that from this point of view, 
France should be found in the third 
class, below nations much less wealthy, 
almost on the level of backward coun- 
tries. The teaching staffs should be 
numerous and of high quality, the 
equipment and teaching material per- 
fect. Among all the expenses which 
countries: have to bear, among all those 
which a great and rich country such as 
ours can afford, is there one whose 
return—to look at it from this point 
of view alone—could be more profitable 
than that of expenditure voted for the 
benefit of the children; expenditure on 
centers for pre-natal care, on centers 
for child-welfare, on schools of mater- 
nity, on elementary schools, on courses 
in manual training and home economics, 
on courses of advanced post-graduate 
and post-apprenticeship work, expendi- 
ture on games in the open air and 
vacation camps? 

Italy, Russia, Germany, Switzerland, 
many other countries have realized 
this. Is France incapable of following 
them? 











COMPETITIVE CURRENCY DEPRECIATION 
BETWEEN DENMARK AND NEW 
ZEALAND 


By C. P. KINDLEBERGER 


ment, especially if intended to 

furnish an advantage for a par- 
ticular export in a particular foreign 
market, should provide a better case 
study for the isolation of the effects of 
exchange depreciation than can be 
secured from a general analysis of the 
foreign trade of any one country under- 
going depreciation. If the light of 
investigation is focused upon the conse- 
quences of depreciation in one com- 
modity only, the determination of its 
effects on prices, value and volume is 
more definite, because the forces of the 
other factors involved, tariffs, quotas, 
and the like, may be more closely 
computed and set aside. 


C OMPETITIVE currency debase- 


Butter Market—Motive for Rivalry 


An instance of this sort is afforded 
by Denmark and New Zealand, which, 
from 1930 to 1933, competed with one 
another in depreciating their respective 
exchanges in order to gain advantages 
in the export of butter to England. An 
examination of the courses of their 
exchanges on London, the prices of 
butter there, and the value and volume 
of butter shipped, after the non- 
monetary factors have been reviewed 
and their importance weighed, should 
enable us to reach rather more definite 
conclusions concerning the effects of 
depreciation on exports than the general 
classical theory, with its all-important 
qualification, “‘other things equal,” is 
able to give. 
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While the whole cause of the com- 
petitive currency depreciation of Dep- 
mark and New Zealand is not to be 
found in the London butter market, as 
the full burden of its effects cannot be 
shown there, yet it is possible to demon- 
strate, by relating data drawn from the 
pages of the Board of Trade Journal, 
that this commodity has played an 
important role in the depreciation 
drama. In 1931 Denmark and New 
Zealand led their rival producing coun- 
tries as “‘Countries of Origin” of butter 
imported into the United Kingdom by 
a wide margin, the former furnishing 
2,466,838 hundredweight, the latter 
1,935,033 out of a total of 8,060,068.' 
In the same year butter comprised 
slightly more than 30% (by value) of 
the total exports of New Zealand, 
amounting to £10,659,527 out of a total 
of £35,153,028. The year previous, 
butter had constituted £11,854,056 of a 
total of £44,940,692, or approximately 


28%.? In 1931, too, the United King- 
dom had purchased 88% of New 
Zealand’s entire export,’ = which 
amounted to 4.4% of the United 
Kingdom’s total import. Denmark 


in the same year supplied 5.4% of all 
British imports.4 Butter can thus be 
seen to be an important export, and 1s, 
in fact, the principal export of each 


country. Further than that, it is the 


1 Board of Trade Journal, Vol. 128, January-June, 
1932, p. 153. . 

2 [bid., Vol. 129, July-December, 1932, p- 485. 

3 Ibid., Vol. 128, January—June, 1932, Pp. 524- 

4 Jbid., Vol. 128, January—June, 1932, p. 222. 
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nly one of importance in which they 
compete, for the second export com- 
modity of Denmark is bacon, which is 
distinctly a minor export of New 
Zealand, and Denmark does not export 
wool which is second on the New 
Zealand list. Thus, in so far as the 
yreciations of Denmark and New 
ated were competitive, a question 
on which the chronological sequence of 
epreciation will throw some light, the 
% tter market in London furnished the 
motive for rivalry. 


Theoretical Analysis 


If we apply the general classical 
theory of currency depreciation to a 
competitive case, it follows a priort 


that the country which depreciates the 
more gains in the given foreign market, 


increases sales because of lower 
prices,® at the expense of the less 


‘It is assumed here and throughout this paper that 

e currency depreciation lowers the foreign price of 
the export rather than raises its domestic price in 
erms of the depreciated money. The depreciation 
annot both lower the price abroad and raise it at 
home by the full extent of the debasement, and it 
-ms reasonable to suppose that when the depreci- 
indertaken, in order to gain an export advan- 

the differential will be applied to the price 
road. Especially would this be the case in a 
highly competitive commodity. The reality of this 
assumption is attested by retail butter prices in 
london and in Wellington, New Zealand, published 
Vew Zealand Official Year Book for 1933, p. §70, 


INTERNATIONAL RetarL Price Comparisons (IN 
LOCAL MONIES) 





Butter per Pound 





London | Wellington 
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rom the trends of these data, it is clear that the price 
butter has not been raised in New Zealand by the 


devalued currency, provided always 
costs do not rise pari passu with the 
depreciation. But in pursuing this 
line of reasoning, it must be recognized 
that there is a point beyond which a 
currency cannot be devalued to a 
nation’s advantage, this point being, 
soon reached if the depreciating country 
has a relatively inelastic demand for 
those goods it is accustomed to import. 
The point is approached when succeed- 
ing amounts of depreciation bring a 
slightly higher monetary return in the 
local currency from a greater increase 
of volume of exports, which return is 
counterbalanced by the even greater 
amount the country must pay for 
necessary imports on account of their 
higher prices. Depreciation for export 
advantage beyond this point, determin- 
able separately in each instance, must 
tend toward a situation in which the 
depreciating country will gain complete 
control of the foreign market by devalu- 
ing its currency to zero if prices and 
costs have not risen to infinity at home. 
Here it would undoubtedly find that it 
had achieved a highly ‘‘favorable”’ 
balance of trade in goods, if it were 
interested in so doing, since it would 
give away exports in enormous amounts 
and be entirely unable to import. 


Rates of Exchange 


Returning from this theoretical ex- 
cursion to the problem for analysis, 





depreciation of her currency from sterling. The 
retail prices do not bear the same relationship to one 
another as do the wholesale, so that it is in the trends 
and not the direct comparison that we are interested. 
The wholesale price is higher in New Zealand than 
in London on account of the depreciation (98s. 6d. 
per hundredweight in England, 106s. 8d. in New 
Zealand in June, 1932, when the New Zealand pound 
stood at 109.5% of sterling—ibid., p. 578), but the 
trend of the retail prices indicates that this was 
reached by lowering the English price rather than 
by raising the New Zealand price. Unfortunately 
wholesale prices are not available to prove the point 
more conclusively. 
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it is necessary to ascertain what deter- 
mined the rates of exchange of the 
countries under consideration and en- 
abled them to depreciate in competition 
with one another. It will be seen 
that the courses of Danish and New 
Zealand exchange on London—and the 
rate of depreciation from gold does 
not interest us here—have been set, 
since 1931 in the case of the former, 
since 1930 for the latter, largely by 
governmental control. Denmark, by 
virtue of the fact that the Government 
New ZEALAND Pounp anv DAnisu 
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had vested sole rights to buy and sell 
foreign bills of exchange in the National 
Bank (Act of January 30, 1932), could 
change the external value of the kroner 
in any degree it wished simply by 
refusing to buy or sell exchange except 
at its own price. New Zealand has 
not had a freely competitive exchange 
market since the World War, taking 
its rate on the other currencies of 
the world from the British pound 
sterling. Since 1929, however, it has 
assumed the right independently to 
fix the percentage ratio at which the 
New Zealand pound will exchange 
for the pound sterling; that is to say, 
it may now decree that £100 equal 
100, 105, 125, or 200 pounds New 
Zealand. The ratio of the two cur- 
rencies is set and from time to time 
varied by the Dominion Government. 
Thus, it will be seen that the govern- 


ments of both Denmark and New 
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Zealand were prepared for the compet- 
itive depreciation vis-a-vis one another. 
being equipped with manipulative cop. 
trol over their respective currencies. 

The rates on London, expressed 
in the case of Denmark both in kroner 
to the pound and as a percentage of the 
kroner-pound sterling parity, and fo; 
New Zealand as the official percentage 
of the pound sterling at which the New 
Zealand pound stood, are presented 
herewith in monthly averages since 
1930. 

Denmark followed England off the 
gold standard in September, 1931, 
and for a year kept the kroner de- 
preciated at approximately the same 
percentage from gold as the pound 
sterling. Such deviations as existed 
in 1931 are of a minor sort and can 
probably be explained on the ground 
of technical difficulties experienced by 
the foreign exchange market in main- 
taining the parity of sterling without 
the foreign exchange control granted 
to the National Bank in January, 1932. 
This explanation holds especially true 
for the October and November, 193], 
fluctuations, for up to the 18th of the 
latter month, when certain restrictions 
were placed upon exchange dealing, 
there was no foreign exchange regula- 
tion whatsoever. 

In this depreciation Denmark was 
pursuing about the same course as 
the other Scandinavian countries, with 
minor changes due to differences in 
technique and in fundamental elements 
in her foreign trade position. New 
Zealand, however, had not been on 
the gold standard since the World 
War, and had been pegging her foreign 
exchange rate to sterling. In 1930, 
in order to foster the export trades, 
she moved the ratio between the New 
Zealand pound and the pound sterling 
from 100, fixing a 5% depreciation 
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off the December... 18.1562 18.25 19.2187 .40 
1931, 
er de- Danish Kroner as a Percentage of Pound Sterling Parity (Derived from above) 
- Same 
pound 1930 1931 1932 1933 
existed 
” , January. 100.25 .03 99.81 106.35 
ground ebruary 100.17 04 100.13 123. 
ced by March... 100.03 .03 99.98 123. 
main- i 100.04 -O4 100.13 123. 
ie] 100.03 .03 100.50 123. 
‘it aout June 100.03 03 103.41 123. 
ranted July 100.00 .03 101.18 123. 
1932. ' 100.03 .O4 102.23 123. 
oe oe Septembe 100.03 .12 106. 123. 
y true ctobe 99.99 .40 106. 123. 
193], NovVembel. ..5 saccade naneee esemseneeae en iar .68 105. 123. 
of the December. ... 99.99 100.50 105. 123. 
ictions 
ealing, New Zealand Pound as a Percentage of the Pound Sterlingt 
egula- 
1930 1931 1932 
k was 
~ = anuary 101.06 35 109. 5 
, with ‘ebruary 102.04 5 109.5 
~es iN arch 102.59 5 109.5 
ae pri 104. 36(103.91)f .€ 109.5 
— May 104. 5 5 109. 5 
New ne 104.5 5 109.5 
on on 104.5 5 109.5 
World ve mg 5 ap 8 
, september. 104.5 -5)§ 109.5 
oreign October. . 104.5 .5)§ 109.5 
1930, - nbe 104.5 (109. 5)§ 109.5 
% ecem Der 104. I a I . 
rades, 4-5 09.5 09.5 
; New * rom the London Economist. 
srling | From the “Gold Exchange Index"’ published Gamay) in the first issue of the month of The Statist. 
ering >i vie 1930, issue. Later issues give 104.36 


‘atic n ey,.2 {he table ‘’Gold Exchange Index” is not included in issues covering these months. The trends, however, permit the 
4 ? ig in of the saleaing data with figures identical with the series for the months preceding and following the omissions. 
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for the greater part of that year, and 
a 10% depreciation for 11 months of 
1931 (relative to sterling, not gold). 
New Zealand, therefore, had had a 
competitive advantage for the export 
of butter, as well as other products, 
over Denmark at the beginning of 
1932. 

The Danish Government, in order 
to relieve the plight of the considerable 
dairy and agricultural interests of the 
country, sought to offset the New 
Zealand advantage, (which will be 
shown below, when the tariff question 
is considered, to have been even greater 
than the exchange differential), by 
depreciating the kroner from the pound 
sterling parity. New Zealand in its 
turn was not content to rest idly by 
as Denmark closed the gap between 
the rates and nullified her competitive 
advantage. In January, 1933, she re- 
duced her rate on London by another 
15%. Denmark retaliated the follow- 
ing month with a 17% further de- 
preciation from sterling. The race 
came to a halt, in a manner of speak- 
ing, as negotiations for the Anglo- 
Danish Trade Agreement, initialed 
April 24 and ratified in June, were 
interpreted as establishing in definitive 
terms the portion of the import trade 
of the United Kingdom to be allotted 
to Denmark. 


Tariff Enactments of Great Britain 


Before turning to the study of butter 
prices in London in order there to see 
the effects of depreciation, it may be 
well to recount the provisions of the 
tariff enactments of Great Britain 
which directly affected Danish and New 
Zealand exports of butter. At the 


time of the abandonment of the gold 
standard, Great Britain announced that 
she would depart from the free trade 
policy she had maintained since the 


middle of the previous century, 4 
tariff was proposed by the Nationa! 
Government, was passed, and _ took 
effect on March 1, 1932, levying a 
general 10% ad valorem duty on all 
imports except those from the Domip. 
ions and Crown Colonies of the Empire. 
Certain exceptions were made, byt 
butter was not among them. Thus. 
butter from Denmark, but not tha: 
from New Zealand, was taxed 10% of 
declared value upon its importation 
into the United Kingdom after Febrv- 
ary, 1932. 

The Ottawa agreements of 1932, 
initialed at Ottawa on August 20, 
ratified, and put into effect on Novem- 
ber 15, guaranteed free entry of butter 
into the United Kingdom from New 
Zealand for a period of at least three 
years, and in addition contained the 
promise of England to seek the sub- 
stitution of a specific duty of 15s. per 
hundredweight for the 10% ad valorem 
rate on all butter coming into the 
United Kingdom from sources other 
than the component parts of the 
Empire. This rate was in fact applied 
to Danish butter in the Anglo-Danish 
Trade Agreement of April which halted 
the depreciation race. The provision 
which bore directly on butter is to be 
found in Article 4, Section 2, in which 
it is stipulated that England would 
purchase not less than _ 2,300,000 
hundredweight of butter annually from 
Denmark, that if the total import were 
above 8,100,000 hundredweight, Den- 
mark would be allotted her share oi 
the increase, presumably 23/81, an¢ 
that if for any reason some other 
country should not provide the quota 
expected of it, Denmark would divice 
the amount to be made up with te 
other producers on an equitable basis. 
Denmark, it might be said in passing, 
had granted Great Britain certain 
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Taste II. 


First Butrer 1n Lonpon—INcLusiveE or Duty 


(In shillings per hundredweight) 
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Source: Board of Trade Journal. 


dispensations regarding her annual im- 
port of coal, in exchange for this and 
other preferences, primarily of an agri- 
cultural nature. 


Prices of First Butter in London 


The prices of “‘First Danish” and 
“First New Zealand” butter, inclusive 
of duty and expressed in shillings per 
hundredweight, are presented in Table 
II. 

Related to these prices we have the 
quantities of butter imported by 
months into England from Denmark 
and New Zealand, and the value 
amounts in pounds sterling over the 
same period. 

Danish and New Zealand butter 
prices in London (see Chart II) have 
shown for the period under considera- 
tion a marked trend downward, and 
this despite the fact that for more than 
half of the period, 1.¢., since September, 
1931, England was off the gold stand- 
ard, which might have been expected to 
increase the prices of her imports. 
he chart, however, must be studied 


the 
the 


with some qualification because 
relationship of these prices and 
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exchange rates is obscured to some 
extent by the definite and wide seasonal 
variation. The price of butter is high 
in winter, low in summer, probably 
because of changes in the output of the 
English dairies and in the import from 
the other producing countries. The 
price seasonal cannot be attributed to 
the supply imported from Denmark or 
New Zealand, because seasonals in 
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these quantities (see Chart III) tend to 


offset one another. 
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matic conditions in the southern hem). 


Imports from Den- sphere are exactly the opposite, smalj 








































































































Taste III. Butrer—rrom DENMARK 
Quantity Value 
=— 
| 
1930 1931 1932 1933 1930 1932 1933 
(In hundredweight) (In thousands of pounds) 
! 
January..............] 162,272] 158,341] 173,866) 173,272] 1,390 1,062 1,077 Bos 
February... 166,254] 153,896) 179,268) 171,527) 1,429 I, 100 1,100 784 
March...... ..| 180,850) 181,440) 145,505} 200,675) 1,469 1,267 864 819 
April veal 174,932] 213,779] 182,738) 224,525) 1,232 1,323 952 838 
May ..| 186,633] 216,145] 255,794) 238,786) 1,247 1,302 1,195 905 
Suae.... ..| 260,1§8] 251,957| 286,274) 265,789) 1,727 1,485 1,251 963 
July.. .| 212,663] 243,948] 267,608) 243,936] 1,552 1,427 1,275 939 
NE areas cihous 199,390! 228,671} 260,055) 215,145} 1,506 1,356 1,266 917 
Sepeember. ... 0.6050 196,821} 219,001] 220,355! 224,128] 1,445 1,374 1,181 1,071 
October..............| 221,541] 224,536) 213,871) 193,728) 1,563 1,476 1,101 905 
November............| 162,620] 189,500} 201,792) 178,336) 1,174 1,238 1,064 882 
December............| 204,391] 184,824) 196,538] 188,994] 1,370] 1,231 | 1,008 86¢ 
| 
i a ee | ae permeates 
Year total . 2, $18,525 |2,466,070)2, $83, 6642 519/119 17,103 | 15,640 | 13,425 | 10,606 
| 
Butter—from New Zealand 
Quantity Value 
1930 1931 1932 1933 1930 1932 | 1933 
| 
(In hundredweight) (In thousands of pounds) 
: = 
ee 196,654} 230,610) 255,528) 253,295] 1,618 1, 303 1,274 1,025 
Pre ree 148,241) 230,408] 207,416) 190,733] 1,175 1,348 1,077 741 
March.......ccccse00] 268,66@] 160,547] 958,790| 277,980 1,095 978 1,421 1,020 
April............+.+.] 214,679] 181,654) 186,301) 220,239) 1,373 1,009 1,018 737 
OT SE ere 133,025) 170,459] 173,831) 173,223 877 giz 843 860 
i ere 76,016) 114,097) 141,457| 256,819 504 633 695 1,014 
July - 90,094; 156,108) 149,276) 127,247 632 856 761 §02 
NN i 6 ag 5 oat 110,304] 115,233] 101,717| 225,772 778 638 545 986 
September........... 71,077; 98,196) 154,585) 158,019 481 533 817 758 
rr ee 74,289} 88,476) 61,364; 151,846 489 512 331 771 
November... 133,124) 131,213) 225,796) 229,207 847 730 1,130 1, 02¢ 
December............| 181,149 256,033) 274,328] 249,457] 1,006 1,375 1,241 93 
| bs _— 
Year total..........|1,564,43611,925,611|2, 190, 338]2+512,447 10,786 | 10,774 | I1,151 | 10,195 
Butter FROM ALL ExportinG CountTRIES 
| 
Seo tae 6,821,620)8, 060, 068)8,449, 108 Ree ee a 46,870 | 46,298 | 41,481 | 











Source: “Accounts Relating to Trade and Navigation,” published monthly by the Board of Trade. 
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period to 
variations 


short 


overing such a 
seasonal 


iminate the 
satisfactorily. 
In our interpretations of these 
praphs, too, we must assume British 
jemand as a constant, both for the 
ns of the year, and from year to 
vear. This assumption is more valid in 
the case of a staple product of almost 
universal consumption such as butter, 
than it would be, say, for limousines. 
But, in any event, there is no possible 
way of measuring changes in the 
demand for butter that might result 
from changes in the standard of living 
as employment, real wages, etc., rose or 
fell, or as oleomargarine companies 
conducted strenuous advertising cam- 
paigns. ‘This constant demand, too, 
can be judged from the totals in Table 
III to be relatively elastic since larger 
amounts of the commodity have been 
imported as the price has fallen. 
Returning to a consideration of Chart 
II, it will be observed that there is a 
definite relationship between the two 
price trends, and it can further be 
demonstrated, in our view, that this 
relationship has been altered by the 
comparative rates of depreciation from 
sterling that the two countries main- 
tained. Where the dotted line repre- 
senting New Zealand in Chart I rises, 
the dotted line in Chart II falls, due 
allowance being made for the seasonal 
fluctuation. When the line of depre- 
ciation for the Danish kroner goes up, 
the price of Danish butter descends 
inordinately, no correction being neces- 
sary here for the tariff, since the “‘i 


seasO 


in- 
clusive of duty” price indicates, by the 
March, 1932, drop in price, that the 
whole tariff was absorbed by the ex- 
porter in Denmark. These movements 
are not precise or infallible, of course, 
because in addition to the seasonal 
Variations and the comparatively un- 


180,000 \ 
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real assumption of constant demand, 
there are other and varying sources of 
supply. The depreciation affects only 
the “supply price” which may or may 
not correspond to the market price. 
But the correlation is strong enough to 
maintain and fortify the assumption 
made previously (in footnote 5) that 
the full benefit of depreciation was used 


to lower the price in the foreign market, 
Cuart III. Butter Imports intro EncLanp—Cwr. 
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in so far as costs remained relatively 
stable in the depreciating countries. 


Quantity of Butter Imported to England 


Chart III shows the amounts of 
butter in hundredweight that New 
Zealand and Denmark furnished the 
London market during the years 1930- 
1932 and for eleven months of 1933. 
Denmark maintained about the same 
volume in 1931 as in 1930, reaching a 
low for the period in March, 1932, 
when the tariff went into effect. This 
low was due to the fact that previous to 
the tariff greater than seasonal amounts 
had been shipped to escape the duty. 
But when the adjustment to the impost 
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had been made, and when Denmark 
had actively begun to depreciate the 
kroner relative to sterling, in June, 
1932, the high point in volume was 
reached. ‘The year 1932 ended with a 
higher total volume than the two previ- 
ous years. During the first four 
months of 1933, again, when the depre- 
ciation race was even more intense, 
volume was distinctly more than 


CuHart IV. Butrer Imports into ENGLAND— 
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seasonally high. When the conditions 
of the export were settled by the Trade 
Agreement, volume decreased below 
the 1932 comparable monthly figures. 

New Zealand has a definite volume 
trend upward for all four years, over 
all of which time New Zealand was 
progressively depreciating her pound 
from sterling. The annual highs march 
successively upward, and the lows, 
with the single unexplainable exception 
of October, 1932, pursue the same 
course. The totals for the three years, 
given in Table III, reveal this more 
strikingly, the increase of 193I over 
1930 being 24%, while the increase of 
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1932, during which year the deprecia. 
tion from sterling remained constant at 
10%, was 14%, due in part to the tarif 
imposts against competitors outside the 
Empire. For 11 months of 193; 
volume totalled 2,263,736 hundred. 
weight, as against 1,916,010 hundred. 
weight during the corresponding period 
of 1932, an increase of 18%. 


Value of Butter Export trom Denmarh 
and New Zealand 


The amounts paid, for butter, to 
Denmark® and to New Zealand are set 
forth for the same years in Chart IV, 
and show an opposite result, showing, 
of course, the part played by the 
declining price. ‘The value of the 1931 
export of butter from Denmark was 
below that of 1930, reflecting the down- 
ward course of world gold prices during 
the depression, as volume remained 
relatively stable. New Zealand during 
the same year received about the same 
payment in England for a much iarger 
volume than she had exported the 
previous year. At the same rate of 
depreciation during 1932 she received a 
slightly higher value for her 14% in- 
crease in volume, while Denmark, 
beginning to depreciate in the summer 
months and burdened with the tariff, 
received £2,200,000 less for exporting 
120,000 hundredweight more than the 
preceding year. In 1933 New Zealand 
received a 7% smaller return in sterling 
from an 18% increase in volume, while 
Denmark sold her approximately equal 
volume for 27% less return, both com- 
putations being on the 11-month basis 
These figures, it is necessary to em 
phasize, relate to the amounts paid in 

6 “The value of imports represents the costs of the 
goods (including packing) to the consignee, pis 
insurance and freight to the place of importation, an¢ 
is exclusive of any duty payable in the United 
Kingdom.”—From Introduction to “Accounts Re 
lating to Trade and Navigation.” 





leprecia- 
stant at 
he tarif 
tside the 
f 1933, 
\undred- 
jundred- 
g period 


Denmarh 


tter, to 
| are set 
iart IV, 
showing, 
by the 
he 1931 
ark was 
e dow n- 
s during 
>mained 
1 during 
he same 
h iarger 
ted 

rate of 
ceived a 
4% in 
*nmark, 
summer 
e tariff, 
‘porting 
han the 
Zealand 
sterling 
e, while 
y equal 
th com- 
h basis 
to em- 
paid in 
ysts of the 
mee, pius 
ation, anc 
e United 


R 
unts Ke- 


COMPETITIVE CURRENCY DEPRECIATION 425 


Lo don, and must be transposed at the 
yrrent exchange rate into the domestic 
sanveneies of Denmark and New Zea- 

‘n order to see the effect from the 
point of view of the exporter and the 
jucer for export. These data, how- 

-. suffice to reveal how depreciation 

fects the amount of foreign purchas- 

ing power that exports produce. 


and Value of Butter of Each 
Country Compared 


eve 


Volume 


The effects of the depreciation of 
h currency can be more clearly set 


eacil 


BurtrerR Exports To ENGLAND FROM 
DENMARK 


Cuart V. 
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1931 19321983 aia 
1 when the volume and value of the 
er export of each country are 
compared directly. Chart V, on which 
oth series are drawn to scale so that 
they may be compared, contains vol- 
ume and value figures for Denmark. 
a! Nn examination, it is seen that 
value was above volume in 1930 and 
itly below it in 1931, due to the fall 
n aout? prices. But when Denmark 
undertook to depreciate the kroner in 
ration to sterling, value sank far 
ScloW quantity, the 1932 disparity 
widening further when the additional 
170 depreciation of 1933 took effect. 
Ins ort, as the kroner was depreciated 
terms of sterling, Denmark was paid 


tt 
| 


a great deal less in British pounds for a 
larger volume of product. ‘The effect 
on the exportercan be estimated by sub- 
tracting the costs of shipping, insurance, 
packing, etc., and converting the sum 
into kroner. But for the country as a 
whole the foreign purchasing power aris- 
ing from the export trade was reduced. 
Chart VI reveals value slightly above 
quantity for New Zealand’s account, 


Butrer Exports To ENGLAND FROM 
New ZEALAND 


Cuart VI. 
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until the last part of 1930 when New 
Zealand depreciated her currency 5% 
This gap was further widened in Janu- 
ary, 1932, and again in 1933 when the 
pound was moved still more from its 
sterling parity. In depreciating her 
currency slightly more than 5% from 
1930 to 1932, New Zealand received 
3-4% more pounds in England for 
40.02% more butter. In 1933 (eleven 
months) she received 7% fewer pounds in 
England for an 18% additional increase 
in the volume of exported butter. 


Summary 


Throughout this paper we have been 
discussing the butter export of Den- 
mark and New Zealand under com- 
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petitive depreciation in terms of prices, 
volume and value in London, rather 
than in the exporting countries. These 
comparisons have not indicated the 
benefits from the depreciation received 
directly by the exporters, but suffice 
to make clear the competitive aspects 
of the case and the effects of the cur- 
rency war upon the national foreign 
trade of Denmark and New Zealand. 
The attempt has been made from 
this viewpoint to show that currency 
depreciation, undertaken for an advan- 
tage in a highly competitive foreign 
market, which is of first importance 
to other countries, will breed other 
depreciation, and that the competition 
in the debasement of currencies will 
secure absolute advantages to neither 
contestant. In foreign trade it is im- 


possible to cut prices, drive a competi- 
tor to bankruptcy and gain a wider 
share of the market, because of the 
necessity placed upon the governments 


of competitor countries of using every 
means to maintain foreign markets for 
their citizen producers for export. The 
exchange depreciation of New Zealand 
in 1930 and 1931 broke the price of 
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butter in London and forced Denmark 
to retaliate in order to maintain her 
share of the market. Having enjoyed 
an export advantage, New Zealand 
could not, in its own opinion, see that 
advantage wiped out, and hence de. 
preciated further. This time Denmar!: 
responded more promptly. The com- 
petitive currency depreciation was 
halted in June, 1933, and prices rose 
after June of that year, when the United 
Kingdom specified to Denmark what 
share of the butter market she might 
claim from year to year. 

New Zealand had, previous to the 
whole-hearted retaliation by Denmark 
in 1933, succeeded in selling a great 
deal more butter in the London market 
for a slightly higher return. She had 
a small gain of a questionabie value to 
her national economy to show for 
distinct losses to Denmark and the 
other competitors in the London mar- 
ket. Beginning in 1933, however, even 
that small value increase evaporated 
as still larger amounts of butter were 
sent to London. England, paying less 
in pounds for a larger total import of 
butter, has been the only gainer. 
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THE FLOW OF SALES THROUGH RETAIL 
DRUG STORES__A FACTUAL STUDY 


By LYMAN CHALKLEY, JR. 


History and Scope of the Study 


' ' THILE manufacturers of con- 
sumer goods often have made 
elaborate analyses of their sales 

records and trends, they have, in 
veneral, had very little information 
about the statistical characteristics of 
the purchases made by the consumer. 
Yet the manufacturer, through his 
advertising, is in direct contact with the 
consumer, and the flow of retail sales is 
of considerable interest to the advertiser 
both from the standpoint of a complete 
understanding of the sale of his own 
goods and as a basis for measuring the 
effect of various sales influences. 

Today there is an increasing inter- 
est in the use of retail sales figures 
for measuring advertising effectiveness. 
Because of a lack of factual background 
a number of the plans now being pro- 
moted for this purpose are still in the 
class of hypotheses. The possibilities 
of the method as a means of measuring 
advertising effectiveness are now being 
discussed primarily on the basis of 
plausibility. The difficulties and limi- 
tations are yet to be discovered by 
many of the explorers in this field. 
_For these reasons the results of a 
five-year study of sales through retail 
drug stores would seem to be of timely 
interest; and it is hoped that it may not 
only help to stimulate more work along 
these lines, but also help to smooth the 
path for some of the workers now under- 
taking statistical projects based upon 
the sales of advertised merchandise 
through retail stores. 


Five years ago Mr. William Groom 
of the Thompson-Koch Company was 
interested in the possibility of measur- 
ing directly in terms of sales the effec- 
tiveness of the advertising produced by 
his agency. Mr. Groom selected four 
middle-western cities of 35,000 to 50,000 
population. He planned to run his 
experimental campaigns in the news- 
papers in these cities and to measure 
results in terms of the sales made 
through the local drug stores. To this 
end Mr. Groom enrolled from three to a 
dozen or more drug stores in each of 
his cities and paid them to submit each 
month a statement of the sales made 
during the month of each of a number 
of different drug items. 

Mr. Groom found that the sales of 
the individual stores fluctuated so 
greatly from month to month that he 
could not differentiate these spontane- 
ous random variations from any effect 
that his advertising might have. He, 
therefore, was prepared to abandon his 
effort. At this juncture Mr. William 
Springer and Mr. W. M. Bristol, Jr., of 
the Bristol-Myers Company were con- 
sulted and felt that, in spite of the dis- 
couraging experience of Mr. Groom, the 
data which he was collecting might in 
the future be of sufficient value to 
justify the expense involved in continu- 
ing the record of retail sales. ‘There- 
fore, the collection of sales reports was 
financed by the Bristol-Myers Com- 
pany and continued by Mr. Groom’s 
organization. 

This material has accumulated for 
five years. An analysis of it indicates 
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certain regularities which were not 
apparent from the first reports, and 
suggests that the data are sufficiently 
complete to constitute a constructive 
study of the flow of sales through retail 
drug stores. ‘This material is now being 
used by the Bristol-Myers Company in 
its advertising research work. How- 
ever, realizing that it has a broader 
value than its relation to the company’s 
problems, the executives of the Bristol- 
Myers Company have kindly consented 
to the publication of the collected 
material. It is these data which form 
the basis for the present study.! 

In an experimental investigation of 
this type, we have to consider, on the 
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pendent because some of the limitations 
in the results are directly traceable to 
the practical difficulties involved in the 
collection of suitable material. More. 
over, the present interest in the develop. 
ment of local sales-test technique lend; 
a special interest to the methods used jp 
gathering sales data from stores and the 
difficulties encountered in the compila- 
tion of records which will be of the 
greatest statistical value. 

For these reasons it seems advisable 
to discuss not only the results of our 
present study of drug store sales, but 
also the methods involved and the 
experience gained in the work with the 
drug stores. 


STATISTICAL CHARACTERISTICS OF THE TEST Towns 





Total U. S.| Town A Town B Town C | Town D 


Characteristics 





Population 122,775,046} 46,000 32,000 36,000 31, 

Per cent native whites 

Number of dwellings per 10,000 persons.... 

Number of income tax returns per 10,000 
Py ee ee Te 300 

Number of banks per 10,000 persons 2.3 2.2 1.2 1.9 


Value of bank deposits per 10,000 persons. . 


a 
2; 


2,050 2,360 2,290 
500 320 260 


1.9 


| 
77.8 71 93 | 
| 


$4,933, 000/$5 , 807, 000/$3 ,635 , 000/ $4, 414, 000/$2, 270, 000 
Number of retail outlets per 10,000 persons. . 122 162 149 2 
Number of drug stores per 10,000 persons. . 5 7 6 


1,600 2,800 1, 800 


Number of telephones per 10,000 persons... 

















one hand, the practical problems and 
difficulties involved in the collection of 
the basic sales figures and, on the other 
hand, the results of the analyses of these 
figures as they bear upon the statistical 
characteristics of retail sales. These 
two phases of the matter are not inde- 


11 wish here to acknowledge my indebtedness to 
Mr. Groom, Mr. Springer, and other executives of the 
Bristol-Myers Company for the collection of this 
material and for permission to publish it. It is also 
a pleasure to express my thanks to Mr. James White- 
head, Jr., for his aid in carrying out some of the 
statistical computations used in this paper; and to 
both Mr. Whitehead and Miss Margaret Slocum for 
their painstaking work in recording and compiling 
the data from the stores. 


The Choice of Towns Studied 


In order to be able to generalize from 
the results, it is, of course, desirable to 
make any study of retail sales in com- 
munities which are more or less repre- 
sentative. Mr. Groom originally chose 
his four test towns on the basis o! 4 
personal knowledge of the communities, 
and a belief that these communities 
were fairly representative of a great 
part of the country. 

Some statistical 
these test cities are shown in Table 
and compared with similar figures ‘0! 
the whole of the United States. The 


characteristics ‘ 
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thought in using cities of this size and 
-haracter was that they presented a 
mixture of urban and rural people and 
oroblems and, therefore, were more 
representative of the whole country 
than either the larger metropolitan 
centers or the purely rural districts. 
Each city has some manufacturing, 
some farming, and some general busi- 
ness and professional activities propor- 
tioned roughly like those in the country 


asa W he le. 


Arrangements with the Drug Stores 


The questionnaires which the drug- 
gists were asked to fill out called for the 
following information on each item: 


1. The stock on hand at the end of the 
preceding month. 

2. The stock received during the month 
covered by the report. 

3. The total stock for sale, being the sum 
f the stock on hand at the end of the 
preceding month and the new stock 


received. 
4. The stock on hand at the end of the 
month covered by the report. 
s. The total sales, being the difference 
between the total stock for sale and the 
tock on hand at the end of the month. 


Not every druggist keeps sufficient 
track of his stock to be able to supply 
the necessary information. However, 
the larger drug stores, which make by 
far the greatest proportion of sales in a 
community, usually have sufficient in- 
lormation to give dependable reports 
of their monthly sales. ‘The books may 
not be kept by the most approved 
methods of accounting, but after a 
routine has been established the selected 
cruggists have been able to give con- 
sistent month-to-month sales figures. 

he druggists were approached on the 
strictly business basis of an offer to pay 
them for a monthly report of their sales 

about 45 items. Each druggist 
supplied a report on these items once a 


month and was paid $5 a month. In 
addition to the retail druggists, two 
wholesale houses were signed up to 
report their sales on the same basis of 
compensation. 

There has been no difficulty in 
obtaining the druggists’ cooperation on 
the basis of the $5 a month remunera- 
tion. The druggists are not always 
prompt in sending in their returns, but 
usually more than 80% of the reports 
are in within two weeks after the end of 
the month covered in the report. The 
other reports straggle in during the 
next two weeks. Every month or so 
one or two of the 32 druggists now 
reporting have to be reminded that 
their report is due and are asked to send 
it in. 

The questionnaires used cover 22 
individual products sold in 46 different 
sizes or types of packages. 

All contacts with druggists have been 
made through the Thompson-Koch 
Company. As his contact is with an 
advertising agency, the druggist is not 
put in the possibly ambiguous position 
of reporting sales to an organization 
which is actively trying to sell him 
something. The druggists have no 
way of knowing that these report sheets 
ever find their way to any manufac- 
turer, and salesmen are not conversant 
with the reports which the druggists 
make to their company, or even with 
the fact that certain druggists in their 
territory are reporting sales. ‘There- 
fore, there is no confusing influence 
exerted by the sales department of 
the manufacturing company upon the 
druggists. 


Checks upon Accuracy 


How reliable are the reports of 
druggists? This question is one which 
must be answered in some positive 
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fashion. Therefore, a number of more 
or less routine checks upon the reliabil- 
ity of the druggists’ reports have been 
used. ‘These have been as follows: 


1. The questionnaire calls for one opera- 
tion of addition and one operation of 
subtraction for each item listed. Each 
completed questionnaire when it is re- 
ceived is checked to see whether or not 
these simple arithmetical operations have 
been accurately performed. This is a 
first check upon the care with which the 
questionnaire has been prepared, and 
carelessness usually can be detected in this 
first examination. 

The questionnaire also calls for a report 
of the stock on hand at the beginning and 
end of each month. Thus the stock re- 
ported on hand at the end of one month 
should be identical with the stock re- 
ported on hand at the beginning of the 
next month. Therefore, consecutive ques- 
tionnaires are compared to see if there is 
any evidence of carelessness in the keeping 
of records or reporting of stores. Some- 
times there is, and the discrepancy is 
quickly caught. 

2. Several of the drug stores are large 
enough to buy direct from some of the 
manufacturers of the items listed on the 
questionnaire. These manufacturers keep 
records of each customer who purchases 
direct. 

It is possible, therefore, to apply a direct 
check upon the purchases of some of the 
items and compare actual purchases with 
the record of purchases supplied by the 
druggist—and, over a longer period, with 
his record of sales. Since the druggist is 
not aware that his reports can be checked 
directly at all, and certainly has no way of 
knowing which items may be traced in the 
manufacturer’s sales records, it seems safe 
to assume that this type of check, even if 
applied to only a few items, is a fair indica- 
tion of the honesty with which the whole 
questionnaire has been answered. 

This method of testing reliability has 
been applied repeatedly to the material 
gathered through these recording stores 
without the discovery of any important 
discrepancies other than a few cases of 
plain carelessness, which had already shown 
up in examination and comparison of the 
questionnaires. 





3. Investigators from independent or. 
ganizations not connected with either 
Thompson-Koch or any of the manufac. 
turers whose products are listed on the 
questionnaire have called upon each report- 
ing druggist, made an inventory of his 
stocks, and looked at his books. These 
direct checks have failed to reveal any 
material inconsistency in the reports. — 


The Compilation and Keeping of 
Adequate Sales Records 


It might seem that with the set-up 
here described all that would be needed 
for amassing any desired amount of 
retail sales data would be the funds 
wherewith to pay each store $5 a month 
for its report, and the passage of suffi- 
cient time to allow for as extensive a 
series of reports as might be desired. 
However, this is not the case, because 
changes take place among the retail 
drug stores, and these changes are not 
subject to control. Some stores go out 
of business. Others merge, or make 
some radical changes, such as an addi- 
tion to the store, or turn into a chain 
instead of an independent, and revise 
their sales policies. Others may change 
their location. Still others may change 
hands; the new owner may be unwilling 
or unable to make the reports which 
his predecessor had _ conscientiously 
prepared. 

These accidental occurrences play a 
great part in the practical working out 
of any farsighted scheme for the gather- 
ing of retail sales information. Out of 
31 stores reporting in January, 1929, 
only 23 were still unchanged and report- 
ing their sales in January, 1934. Other 
stores have been added to keep the tota! 
up to 32 or 33 reporting stores and two 
jobbers. ; 

Thus, in compiling records of retail 
sales, it is necessary to keep a con- 
tinuous list of more stores than are 
really required for the study in hand. 
The necessity is not fully apparent from 
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this statement, because it is derived 
partly from the need for a background 
»f information upon stores and com- 
munities to serve as a basis from which 
-o compute any significant changes that 
may take place in sales trends. Usu- 
ally the reports of a store are not 
‘:mmediately useful for measuring sales 
influences. They must be of sufficient 
number and cover sufficient time to 
form a record that indicates trends in 
that store, and it is only after these 
trends have been established that the 
store is available for use in any testing 
procedure. 

In the present discussion we shall 
consider only the 23 stores for which 
there are continuous records from Janu- 
ary, 1929. 

Not only are there changes in stores, 
but there are changes in products as 
well. Products may go off the market 
altogether, or new products may be- 
come a vital part of the picture, or a 
product may be modified so as to 
change its sales character. 

It is rare for an established consumer 
product to disappear suddenly from 
the market. Yet not infrequently it 
happens that an old product is brought 
out In a new size at a new price, and 
that this new package quickly supplants 
the old. 

A new product might not introduce 
any complications. However, as new 
products accumulate, they do in prac- 
tice disrupt the records of older prod- 
ucts because the questionnaires and the 
cruggists’ patience are not infinitely 
elastic, and a time comes when new 
products can be added only at the 
expense of old ones. While the ques- 
tionnaires for use in the present work 
have always listed about 22 products, 
only 12 of these have an unbroken 
me for the periods covered in this 
Study, 


These, and other changes in products, 
must always be reckoned with when 
we think in terms of a study of retail 
sales. 

The actual sales records for the 23 
stores and 12 products are too volumi- 
nous to attempt to reproduce here. In 
fact, they are too voluminous to use 
easily without some simplifying devices. 
An important condensation of the 
material is effected by the reduction of 
all of the sales figures for a given 
product to the equivalent sales of a 
single size. Where a product is sold 
in more than one size, the sales are 
reduced on a price ratio basis to the 
smallest size. For instance, if a prod- 
uct is for sale in two sizes, one of which 
costs the druggist 25 cents and the other 
50 cents, then each so-cent package is 
counted as two 25-cent packages and 
all sales are reported as units of the 
25-cent size. This simplification is 
introduced for convenience. 

Sometimes the record of sales by 
sizes is important, and in this case refer- 
ence is made to the original data. 
However, under most conditions a 
change in ratio of sales of two different 
sized packages of the same product 
takes place only slowly, and such a 
change is followed more accurately 
through a manufacturer’s own sales 
records than through retail sales. Of 
course, when one is dealing with com- 
petitive products and does not have 
access to the manufacturer’s sales rec- 
ords, the retail sales will give informa- 
tion upon the distribution of purchases 
by size of package. 

An illustration of the way in which 
our sales records have been kept is 
shown in Table II. Each product is 
treated separately and the sales shown 
for each reporting store. The stores 
are so grouped that all of the stores in a 
single town fall together, and the com- 
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bined sales of the product through all of thestore. As an illustration, see the 

of the reporting stores in a single town January sale of Store 2 in Table I] 

are readily obtained by totaling the If the store that buys is also a reporting 

sales indicated for the different groups store, then the sale appears twice jp 

of stores. the listed sales for the city. The only orest 

positive way to trace such occurrences ine 

is to ask the stores to report them, their 
While the errors of fact in these Actually, however, these sales between be w! 

figures are believed to be small, there stores have proved unusual; and, if only in WI 


Reading the Sales Figures 


, Ther 
Taste II. Sates For 1929, Propuct I 





| | | | 
Store Jan. | Feb. = Apr. | May | June} July | Aug. | Sept. . | Nov.| Dec. | Total 
| 





291 226) 211] 195) 118) 790) 163] I90|) 168 263| 3,145 
,647*| 327] 319] 304) 220) 403/ 268) 237) 184 436] 5,033 
S11 107} 178] 562] 106] 203| 46 x} 118 80} 2,066 





Total 2,449 | 660] 708 444|1,396| 477] 427] 470 693} 779|10,244 


| 
| 
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291 253} 230! 148] 167) 240 163 
245 267} 185} 182} 170) 250 x 
221 168} 182] 163] 216) 237 299 
401 636} 849) 464) 139) 413 457 
605 532} 385) 939) 741] 401 593 
108} 5 67 30 42 65 57 56 


rathe 


meal 
h 





S- bv S 
nr > > 
NM Bw Ww hw 


| 
| 
lows 


mig 
For 1 
i 


a Qari 


OW RWW & 


“MN 





p | PPP. S ,035|1,871/1,459|1,923/1, 861|1,938/1, 498 1,568 
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10 ; 279) 335 659} 59°] 537} 275 368 5| 4,578 other 
II 377| 183) 407] 293] 187] 285] 203 201 Lo 
12 g 77| 68 77 77 79 60 80 100 
13 196 130} 124] 106 99 71 88 64 388 
14 170 |} 129] 148} 122] 154! 89] 124] 144 121 
15 182 138) 355| 115 130 92] 14! 168 
146 | 81} 81 66 133] 202] 100 146) 

17 | 98 53} 48) 59 89, 54, 42 45) 

18 | 46 47) 41) 43 28} 26) 45 59| 

| 85 | 132) 153] 172 102} 147} 161 202} 214] 
118 | 124} 167) 147 112 85) 114 132} 140) 
= 
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*—Includes large sale to another store. 
x— No report. 


may be errors of interpretation. For for economic reasons, we would expect 

instance, a store sometimes sells goods them to be rare. | 

to another store, and in such a case a However, even though they are rare, broac 
month’s sale is usually all out of line occurrences such as this should be borne tw 


twee! 
with the past and future performance in mind in reading the sales figures. Persic 
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The Use of the Sales Figures 


The raw figures, while they contain 
some very interesting truths, are quite 
ynrevealing in the basic tabular form 
oresented. ‘Therefore, an analysis of 
sole of these figures to show a few of 
their more interesting implications will 
be undertaken. ‘There are many ways 
‘. which the figures might be analyzed. 
There is material to throw light upon 
the statistical characteristics of the 
retail sales of different classes of drug 
products, information upon the charac- 
teristics of drug stores themselves, 
upon the interrelationships between 
stores in a single town, and upon the 
way in which trade in drug products 
fluctuates within a town. 

The treatment here will be suggestive 
rather than exhaustive and will by no 
means cover all the deductions which 
might be drawn from the basic figures. 
For instance, certain characteristics of 
a drug store are revealed in the sales 
record of a single product, but still 
other characteristics would be revealed 
by a study of the comparative sales 
records and the combined sales records 
of a group of products. 


Trends of Retail Sales and the Precision 
with Which These Trends Can Be 
Determined 


The retail sales trend is useful as a 
basis for local sales tests. The preci- 
sion of the technique will depend upon 
the accuracy with which the trend can 
be determined and upon the magnitude 
the uncontrollable fluctuations about 
this normal trend line. I shall not 
attempt here to go into a discussion of 
sales test techniques. It is a subject 
ior an individual treatise. But it will 
be interesting to consider some of the 
broad quantitative relationships be- 
tween the sales trends and the dis- 
persion of the figures. 


With few exceptions the sales pres- 
sure exerted by the manufacturer upon 
the products listed here was uniform 
and without any sudden changes. Ob- 
viously the sales conditions did change, 
for we can discern changes in trend in 
therecords. But,on theother hand, the 
factors which produced these changes 
in trend—economic conditions, com- 
petitive campaigns, sales, etc.—were 
not under the control of the manu- 
facturer. Therefore, in any practical 


3 
Combined monthly sales Product 1 
stores No.4 through No.9 


276.7 * 18442) 


1931 1932 


FicureE I. 


work, these uncontrollable variations 
often have to be treated as random 
fluctuations, and they are so treated 
here. 

The following discussion is based 
upon the treatment of the whole of a 
series of sales figures as one group. 
No attempt has been made to follow 
changes in trend which have taken 
place in the troubled period of the 
records, to compensate for seasonal 
variation, or to subject the data to 
other logical refinements of statistical 
treatment. ‘Therefore, the numerical 
illustrations should not be considered 
as the limits of precision of a sales test. 
Rather they might be thought of as 
limits of inaccuracy because they are 
the result of the most elementary form 
of treatment. 

The combined sales of the several 
stores in a single town show less fluctua- 
tion than is likely in the sales record 
of a single store picked at random. 
Therefore, in determining a normal 
rate of sale, or trend of sales, in a test 
town, the combination of the sales made 
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through several stores often gives a 
more consistent picture than that af- 
forded by the sales record of a single 
store. In Figure 1 are shown the 
combined monthly sales of the stores 
mentioned in Town B. The month- 
to-month fluctuations are never greater 
than an increase of 100% or a decrease 
of 50%, while the sales of several of the 
individual stores in Town B showed 
much greater variations. The standard 


“Ge 


Imonth vy summations of combinead-° 
monthly sales ~ Product I~ 
s fores’ a 9 


1929 1930 1931 
FiGurReE 2. 


deviation has a coefficient of about 18%, 
compared with a coefficient of from 25% 
to 50% for the individual store data. , 

The three-monthly summation curve, 
Figure 2, shows a standard deviation 
with a coefficient of around 11%. 
Here the seasonal variation is clearly 
revealed, a variation which was not 
apparent in the monthly records of 
individual stores or even groups of 


stores. 


Relation between Retail Sales and 
Manufacturer’s Sales 


Heretofore manufacturers of con- 
sumer products have been prone to 
compute seasonal variations, that is, if 
they stopped to compute anything, 
from their own sales. The drug manu- 
facturer usually sells to jobbers and 
only seldom directly toconsumers. The 
manufacturer’s sales records often show 
distinct seasonal variations which are of 
value in the management of production 
and distribution. 

But once we go beyond a jobber or 
retailer to whom the manufacturer 
sells, the manufacturer’s sales records 
are of very little value, and may be 
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distinctly misleading. This point js 
of importance in any activities which 
the manufacturer directs to the cop. 
sumer—especially advertising. Thus, 
it is not safe to assume, as has often 
been done, that the consumer’s pur- 
chases vary in the same way as the 
manufacturer’s sales. 
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The uniformity with which consumer 
purchases are made and the precision 
with which they can be measured com- 
pares very favorably with the uniform- 
ity of the manufacturer’s own flow of 
sales. In Figure 3 we show the three- 
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monthly summation sales curve fo 


retail stores. Combined monthly sales 
for 23 retail stores are incorporated in 
Figure 4 with the manufacturer’s sales 
records for the same product. In this 
figure it will be seen that the sales 
through only 23 stores exhibit as little 
fluctuation as the manufacturer's sales 
for the whole country. In other words, 
the consumer’s purchases are much 
more uniform than the manufacturers 
sales, and, therefore, an even relatively 
small sample will give as consistent 
results as the much larger figures pre 
sented by the manufacturer’s sales 
records. 
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It is commonly observed that the 
manufacturer's sales of staple drug 
products show a minimum in December 
anda peak in January, and it has often 
been assumed that consumers who were 
busy with preparations for Christmas 
did not buy the staple products during 
December, but spent their money on 
presents and other seasonal merchan- 
dise. On the sole basis of this assump- 
tion, it is not unusual to see an advertis- 
ing policy that makes a practice of 
cutting down advertising during De- 
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cember. There may be other reasons 
for reducing advertising in December, 
but let us consider sales records alone. 

A comparison of the retail sales of 
several of the drug products with the 
manufacturer’s sales is given in Figures 
4,5,6 and 7. It is interesting to see 
here that December is not on the whole 
a bad month for the retail sales of any 

these products, although it does 
average up as a very poor month for the 
manufacturer’s sales. Apparently con- 
sumers not only are not unwilling to 

ly their staple drug and toilet articles 

2 Deceaileas but their general buying 
ict vity carries over to some extent to 
these staple products. ‘The manufac- 
turer's sales depression in December is 
obviously the result of credit conditions 
within the distributing branch of the 
industry. ‘The retail druggist and the 
jobbers have to use their credit in 


December to buy seasonal merchandise 
and do not have enough funds and 
credit available to keep all of their other 
stocks up tonormal. ‘Thus, the reserve 


sates Prodsct XT 


193! 


Ficure 6. 


stocks in the hands of jobbers and 
retailers are depleted during December, 
and the high January peak of sales 
serves to build up stocks again rather 
than to provide for the future sale in 


monthly 
sales Product XM eves 
1932 


FiGuReE 7. 


winter months, as had often been sup- 
posed before. 


The Influence of Economic Conditions 
upon Retail Sale of Drug Items 


During the period covered by these 
sales records we have been through a 
number of almost catastrophic eco- 
nomic occurrences. In 1929 we had 
the peak of the boom. In the fall of 
1929 came the crash. The deepening 
depression continued, certainly until 
the middle of last year, and in February 
and March of the same year we had the 
closing of banks, which became uni- 
versal and tied up everyone’s money. 
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Another happening affecting some of 
the products covered here was the 
imposition of a sales tax in June, 1932. 
Finally, we have had the development 
of the NRA and the largest publicity 
campaign that the country has wit- 
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nessed put behind an effort to stimulate 
all buying. 

The relative magnitude of the infly. 
ence of these occurrences upon retaj! 
and the manufacturer’s sales is shown iy 


Figures 4, 5, 6, and 7. 
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Comparison of Prices Charged in 
Chain and Independent Stores 


N December 10, 1929, under the 
0 writer’s direction, prices were se- 
cured from chain and independent 
erocery stores in Durham, North Car- 
lina. on 60 well-known branded ar- 
ticles;! 2,350 quotations were received 
from independent stores and 1,273 
chain stores. It was found that 

ain stores were underselling inde- 
pendent merchants by 13.79%. ‘This 
study made when retail food 
prices, in general, were near their peak, 
lich was actually reached in Sep- 
tember-October, 1929. ‘The Bureau of 
Labor Statistics’ index of food costs 
for December, 1929, was 158 as com- 
pared with 161 for both September and 
October, while the cost of living 
index for food of the National In- 
dustrial Conference Board for De- 
cember was 108.1 as contrasted to 110.1 
for September and 109.9 for October.’ 
The 1929 study, referred to above, 
was repeated in all essential details 


tram 
LULL 


was 


which 
Lil 


‘For the benefit of those who are not acquainted 
e South, it might be well to mention that 
is a fairly typical North Carolina city. 
third city in size in the state with a population 
1930. The principal industries are 
) and textile manufacturing. The methods 
1 the results of this investigation were 
in detail by the author in “Prices in Chain 
pendent Grocery Stores in Durham, North 
VIII HARVARD BUSINESS REVIEW 4, July, 

130, Ps 413. 

* The Bureau of Labor Statistics’ Index is compiled 
‘rom simple averages of actual retail food prices on the 
Ist month as reported by retail merchants in 

It represents the total weighted retail cost 


2.027 in 


Carolir — 


Teach 


PRICES OF BRANDED GROCERY 
COMMODITIES DURING THE 
DEPRESSION 


M D. TAYLOR 


on May I0, 1933, exactly three years 
and five months later. Subsequent 
developments have shown that retail 
food prices at that time stood near 
their low point which was actually 
reached (at least in Durham) some two 
weeks earlier. The Bureau of Labor’s 
food index stood at 93.7 for May 15 as 
contrasted to 90.4 for April 15, and 
the food index of the National Indus- 
trial Conference Board was 64.1 for 
May 15and61.9forApril15. (Indexes 
of both organizations were practically 
the same, however, for both April and 
March.) 

The second study was undertaken for 
two reasons. First, we wished to ascer- 
tain the effect of the business depression 
on the competitive situation existing 
between chain and independent stores. 
What significant changes had taken 
place during the three years and five 
months intervening between the two 
studies? Had independent merchants 
been forced to price their merchandise 
in line with the chains in order to sur- 
vive? Had the less efficient independ- 
ents gone out of business leaving only 
those who were in a position to compete 
actively on a price basis? ‘These were 
some of the questions to which an 
answer was sought. Second, we wished 
to find out how much prices had 





of 42 articles of food, the weights used being the annual 
consumption of each article by the average working 
man’s family in 1918. It is based on 1913. The 
National Industrial Conference Board uses the food 
index of the Bureau of Labor Statistics but takes 
1923 as a base year. 
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declined on branded grocery articles 
during the course of the business depres- 
sion and to ascertain the types of such 
commodities which had been least 
affected. In other words, we hoped to 
find out to what extent, if at all, 
nationally-known brands had resisted 
the general decline in food prices. 


Plan of Investigation 


The questionnaire used in the study 
of May 10, 1933, was the same as that 
used in 1929 except for some general 
questions which were added.* The 
questionnaire form may readily be 
inferred from the tables. The second 
study, like the first, was made by 
students who cooperated because they 
were interested; it had nothing to 
do with class requirements. Students 
were carefully instructed in methods 


>The general questions which investigators asked 
each retailer were: 

1. Have you raised your retail prices on any of the 
above articles during the last month (April 
and May, to date)? Yes No If yes, 
on what articles and how much? (Investigator, 
record answer on back of this sheet.) 

. Which of the following ‘‘services” do you offer 
to your customers: 
Charge accounts? Yes____No 
Delivery service? Yes No 
Telephone orders? Yes No 
. Approximately what per cent of your business 
is for cash? % 
What per cent charge? 

. Are your cash prices and charge prices the 
same? Yes___No 
If not, approximately how much do they 
differ? 
Were prices quoted on above products cash 
prices_ ? 


% 





or charge prices i 
. Do you buy in cooperation with other retailers? 
Yes No 
If yes, what products? 








. Are you a member of a voluntary or coopera- 
tive chain? Yes No 
If yes, name of this group or chain 





. Approximately what per cent of your sales are 
made to colored people? % 
. Name of person interviewed 


Date Time 


. Investigator’s name 
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of investigation, and every precautioy 
was taken to insure accuracy. As jp 
the first study, each student wa 
furnished with a list of the stores tha 
he was to visit and with a map showing 
their approximate location. 

The classified section of the telephone 
directory and the Durham city direc. 
tory were used in preparing the store 
lists. Only 34 of the 69 independ. 
ent merchants represented in the 
1929 study were in business on May 
10, 1933. The second study includes 
27 additional stores which had been 
opened since 1929, making a total of 
60 independent stores in all. One 
merchant who furnished information 
in 1929 declined to do so in 1933. 

Four chain-store organizations are 
represented in the second study as 
contrasted to six in the first. These 
are: the Great Atlantic & Pacific 
Tea Company (9 stores), David Pen- 
der Grocery Company (6 stores), Kro- 
ger Grocery and Baking Company 
(2 stores), and Piggly Wiggly (3 stores, 
owned by the Milner Stores Company 
which operates a large number of 
Piggly Wiggly stores in the state). 
Three chains included in the 1929 study 
were not in business in 1933; one o! 
them had sold its stores to Kroger, 
another was bankrupt, and the third 
haddissolved. Conclusions in the pres- 
ent study, therefore, are based on 
prices secured from 60 individually- 
owned stores and 1g chain stores, or 4 
total of 79 stores. In all, 3,256 quo 
tations were secured from the 79 stores. 


Service Policies of Stores Studied 


Service policies in the stores visited 


differed widely. Forty-three of the 
60 independent merchants gave charge, 
delivery, and telephone service. Five 
of the remaining 17 had charge a 
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sounts and delivered merchandise but 
were without telephones. 

Twelve of the 60 unit stores sold 
only for cash; three of these cash 
stores offered no services, in six of 
them telephone orders were taken and 
merchandise was delivered, and in 
three, delivery service only was offered. 
In five additional independent stores 
go% or more of the business was on a 
cash basis; three of these gave delivery 
service and two were full-service stores. 

In 46 of the 60 stores operated by 
ndependents, cash prices and charge 
prices were the same. Eleven of the 
14 retailers in whose stores prices 
difered stated that a discount of 10% 
was given for cash; one store gave 5% 
of for cash, and no definite policy was 
followed in the two remaining stores. 
All of the stores offering a discount for 
cash were full-service stores. In sev- 
eral instances the discount was not 
given on small bills. In general, the 
returns do not indicate that the offering 
of a discount necessarily resulted in a 
large proportion of cash sales. In 
the II stores giving a discount of 10%, 
the proportion of cash sales was from 
10% to 20% in two stores, from 20% to 
30% in five stores, from 30% to 40% 
in one store, from 50% to 60% in 
two stores, and 80% in the remaining 
store. By way of contrast, the pro- 
portion of cash sales was 25% or more 
in 21 full-service stores which gave no 
discount, and 50% or more in nine such 
stores. ‘There were no significant dif- 
ferences in prices charged by stores 
which gave a discount for cash and 
those that did not. As in the first 
study, the service price was recorded 
by the interviewers in every instance. 
Only one of the independent stores 
bel nged to an organized voluntary 
chain. This store was a member of 
the M System. Nine others, however, 


stated that some articles were bought 
cooperatively with other merchants. 
In several instances owners of the 
cooperating stores were relatives. 


Statistical Methods Used 


The method of listing, tabulating, 
and summarizing prices which was 
employed in the 1929 study was used 
throughout. As in the earlier study, 
only quantity prices were recorded for 
independents, with the result that their 
prices appear lower than they would 
if quotations on single items had been 
used. Where a retailer stated the 
price of an article as 15¢ but later said 
that he sold it at “two for a quarter” 
both prices were recorded by the in- 
vestigator. On the summary sheets, 
however, the price of the article was 


recorded as 1214¢. 


Results of the 1933 Study 


The price data received from both in- 
dependents and chains indicate that on 


May 10, 1933, the chains were under- 
selling independents by 11%. By way 
of contrast, the average saving at chain 
stores on December I0, 1929, was 
13.79%. This would suggest the con- 
clusion that Durham’s independent 
grocers in general were making a greater 
effort to compete with the chains on a 
price basis in 1933 than at the beginning 
of the depression. 

In this connection it may be interest- 
ing to single out some of Durham’s 
larger and more progressive independ- 
ent grocery stores for special study. 
For this purpose, seven stores have 
been selected; six of these were dis- 
cussed in detail in the first report. The 
prices charged in each of these stores 
have been compared with the common 
prices (modal prices) for all chains 
combined. In some cases where the 
modal price could not be used, the 
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average (arithmetic) price was used. 
All of these stores except one, Store B, 
are full-service stores. The order of 
arrangement has no significance. 

Store A.—In 1933, the prices of the 
typical chain store were 7.44% lower 
on the 55 brands which were carried 
in common. In 1929, however, prices 
were 12.87% lower in the typical 
chain on the 51 brands then carried. 
It would appear that this merchant 
is competing more aggressively with 
chain stores now than he was at the 
beginning of the business depression. 
This is a full-service store doing, in 
1933, 75% of its business on a charge 
basis. In 1929, it gave 5% off for 
cash, and in 1933 the discount had been 
raised to 10%. No merchandise was 
bought in cooperation with other mer- 
chants, and practically all of its sales 
were to members of the white race. 
It is well located in the primary shop- 
ping district. 

Store B.—At the time of the first 


study, this store, located in a neighbor- 
hood trading center, had two sets of 
prices on all merchandise, and its cash 
prices averaged about 14% lower than 


its service prices. In 1933, its business 
was entirely on a cash basis, although 
delivery service was still offered, and 
there was no telephone. At the begin- 
ning of the depression the prices of the 
typical chain store were only 1.78% 
lower than the cash prices of this store 
on the 51 brands carried, but they 
were 15.57% lower than the service 
prices of this store. In 1933, the 
typical chain was 6% lower on the 45 
brands carried by both. It would 
appear that in late 1929 at the time 
that this store was attempting to 
change over to a strictly cash basis 
unusual inducements were offered cus- 
tomers who paid cash. This store 
does not buy merchandise at present 
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on a cooperative basis, and only about 
5% of its sales are made to colored 
people. 

Store C.—Without question, this 
store, located in a secondary shopping 
center, was competing more aggres- 
sively with chains in 1933 than in 1929. 
At the time of the earlier study the 
typical chain store was 13.69% lower 
on the 56 brands carried in common: 
in 1933 the saving at chains was only 
5-43% on 54 brands. This store was 
giving 5% off for cash in 1929, and at 
that time about 90% of its business 
was on a charge basis. In 1933, with 
a few exceptions, cash and charge prices 
were the same, but approximately 25% 
of its business was being done on a 
cash basis. Full service was offered 
in both years, and at the time of the 
second study only about 5% of the 
sales were being made to colored people. 

Store D.—The competitive situation, 
as far as this large and progressive 
store is concerned, was about the same 
in both years. In 1933 the typical 
chain store was 5.66% lower on the 
47 brands carried in common, while 
in 1929 it was 5.96% lower on 45 
brands. No discount was given for 
cash in either year. About 10% of 
the business was done on a cash basis 
in 1929 and 20% in 1933. Mer- 
chandise was not purchased on a co- 
operative basis in either year. In 1933 
about 5% of the sales were being 
made to colored people. ‘This store 
is well located in the primary shopping 
district. 

Store E.—This store was competing 
more aggressively on a price basis in 
1933 than in 1929. Prices in the 
typical chain were only 8% lower in 
1933 as compared to 10.60% in the 
earlier year. Sixty brands were carried 
in common in the second year and 59 
in the first. This store gave 10% off 
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‘or cash, and approximately half of its 
‘a siness was on a cash basis in both 
vears. One product, soap, was being 
surchased cooperatively i in 1933. This 
an attractive store, well located, 
the primary shopping center. Full 
services are Offered customers, and a 
large telephone-order business is done. 

Store F.—This store made a better 
relative showing than any of the stores 
of which special study was made. At 
the time of the first investigation it 
was being undersold by 14.67% on 
the 61 brands compared, whereas, in 
1933, prices in the typical chain store 
were only one-tenth of 1% lower on 
39 brands carried by both. 

In 1933, 21 of the 59 commodi- 
ties carried were sold at exactly the 
same prices as in the typical chain, 
1s were sold at a lower price by Store 
F, and 23 were sold at a lower price 
by the typical chain store. The chain 
the largest savings on Heinz 

Kraft’s American Cheese, 
Crisco, Quaker Oats, Puffed Wheat, 
Campbell’s Tomato Soup, and Log 
Cabin Syrup—the saving on each of 
these commodities ranging from three 
cents tofourcents. Store F showed the 
largest savings on Karo Corn Syrup 
large size), Pillsbury, Flour, Snowdrift 
Lard, Minute Tapioca, and Tetley Tea— 
the amount saved on each of these brand- 
ed articles ranging from four cents to 
eightcents. The proprietor of this store 
stated that prices on none of the com- 
modities compared had been advanced 
in the month prior to the date of the 
study. The typical chain had raised 
prices on lard and flour but not on syrup, 
tapio ca Or tea. 

A cash discount of 10%, given in 
1929) had been discontinued in 1933, 
out half of the sales were on a cash basis 
in the latter year as compared to 10% 
in the former. This store bought no 


shi wed 
Catsup, 


merchandise on a cooperative basis. 
It is well located in an excellent, 
secondary shopping district. About 
10% of the sales were being made to 
colored people in 1933. 

Store G.—This store was not in busi- 
ness at the time of the first study. It 
is an attractive, well-arranged modern 
store located in the primary shopping 
center. Thirty-five per cent of its 
business is done on a cash _ basis, 
although no discount is offered. Tele- 
phone orders account for a considerable 
part of its business. No merchandise 
is purchased cooperatively. Prices in 
the typical chain store were 7.38% 
lower on the 60 brands carried by both. 


Comparison of 1929 and 1933 Food 
Budgets 


In the 1929 study, a budget was 
prepared of the annual expenditure 
for 20 articles representing I5 types 
of staple food commodities which are 
included in the Bureau of Labor Statis- 
tics’ index of food prices. ‘The weights 
used (the annual consumption of each 
article by the average working man’s 
family in the South Atlantic section 
of the United States) are open to 
criticism on several grounds, but they 
probably are the best now available. 

For comparative purposes a similar 
budget has been prepared using brand 
prices of May 10, 1933. ‘This is shown 
in Table I. The total cost for the 
amount of a commodity used during 
each of these years is given for pur- 
chases made at independent stores, 
and for those made at chain stores. 
The amount saved on the 1933 budget 
of 20 products by trading at chain 
stores is $7. 78 or 10.2%, By way 
of contrast, it was found in the earlier 
study in which prices of December 
10, 1929, were used that the annual 
saving at chain stores on the 20 products 
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Taste I. Bupcet or Twenty Artices (May 10, 1933, AND Dec. 10, 1929, Prices) 





Unit Used 
in Study 


Bureau of 
Labor’s 
Weights 
(Annual 

Consump- 

tion) 


Total Annual Cost 
Using May, 1933, Prices 


i, 


Total Annual Cost 
Using Dec., 1929, Prices 





Inde- 
pendents 


Inde- 
pendents 


Chains 





Bacon, sliced 1 Ib. 
Milk, evaporated (Carnation) | 14% oz. 
Butter (Brookfield) 1 Ib. 
Oleomargarine (Nucoa) 1 Ib. 
*Cheese (Kraft American) 6 |b. 
(Kraft Swiss) L6 |b. 
Lard (Snowdrift) 6 ibs. 
(Swift Jewel) 8 Ibs. 
Crisco 1 Ib. 
Flour (Pillsbury) 24 = Ibs. 
Rolled Oats (Quaker)........| 20 oz. box 
Corn Flakes (Kelloggs) 8 oz. box 
Cream of Wheat 28 oz. box 
Beans (Campbell’s)...........} 1 Ib. can 
Tea (Lipton’s) 14 
M4 
Raisins (Sun Maid) 
gg Ee 
Coffee (Maxwell House) 
(Whitehouse).............. 


Total Annual Expenditure. . 








> Ibs. 


lbs. 
lbs. 
lbs. 
lbs. 
lbs. 
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lbs. 
lbs. 
lbs. 
lbs. ; : F 
lbs. , ; II. 
II. 


“eS =e DN eh 


= 
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$68.79 $124. 

















Amount saved by trading at chain stores, (using May 10, 1933, prices) $7.78 or 10.2%. 


Amount saved by trading at chain stores, (using Dec. 10, 1929, prices) $15.40 or 12.4%. 





* The amount spent for cheese, as used in the first study, has been doubled in order to make budgets for both years comparable 


4 


was 12144%. The ratio between the 
percentage saved at chain stores on 
the budget of 20 brands and on all 
60 brands is about the same for 1929 
and for 1933. 

A comparison of the average prices 
charged on 60 branded articles by inde- 
pendents and by chains on December 
10, 1929, with the selling prices of the 
same brands on May 10, 1933, indicates 
that Durham’s independent grocers in 
general are competing more aggres- 
sively on a price basis at present than 
they did at the beginning of the depres- 
sion. In 1929 the chains were under- 
selling independents on all 60 brands 
studied, whereas in 1933 the inde- 


pendents were lower on six brands. 
In 1929 the saving at chain stores was 
15% or more on 26 individual brands 
as contrasted to 21 brands in 1933; in 
1929 the amount saved by trading at 
chain stores was 10% or more on 40 
brands as compared with 30 brands in 


1933. A comparison of the prices 
charged on both dates in six of the most 
progressive stores showed that with one 
exception they were competing mort 
aggressively on a price basis in 1933 
than in 1929. The situation, however, 
in one well-managed store, Store D, 
had not changed materially during the 
period. These progressive stores 4p 
parently have been successful in mett- 
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‘ag the price competition of the chains. 
In fairness, however, it must be stated 
that, in spite of the more aggressive 
merchandising of certain of Durham’s 
independent merchants, chain stores 


‘a general continue to offer a consider- 


able saving to consumers, a saving 
that on the average amounts to 11%. 


Decline in Prices of Branded Products 
during Depression 


As shown in Table II, the average 
decline in the prices of the 60 branded 
commodities during the three years 
and five months elapsing between the 
two investigations was 20.71% in 
independent stores and 17.95% in 
chain stores, or 19.33% in both com- 
bined. By way of comparison, the 
cost of food in general (as measured by 
both indexes mentioned at the begin- 
ning of the article) declined 40.7% 
during this period. In other words, 
branded groceries on the average de- 
clined in price about half as much as 
foodin general. Inindependent stores, 
prices declined on every branded com- 
modity except one, prices being the 
same on Uneeda Biscuits in 1929 and 
1933. Although the price decline was 
greater in chain stores on several of the 
brands, it is interesting to note that 
chain-store prices were actually higher 
in 1933 than in 1929 on eight brands: 
Rumford Baking Powder, Bon Ami 
Cakes, Baker’s Premium Chocolate, 
Old Dutch Cleanser, Cocomalt, Grape 
Nuts, Borden’s Eagle Milk and Instant 
Postum. The average advance per 
unit, however, was less than one cent 
tor all except Bon Ami and Instant 
Postum. 

The extent of the decline in the prices 
1 branded commodities in each of the 
selected independent stores described 
previously may be of interest. The 


decline in each of these progressive 
stores was greater than the average for 
all stores. Forty-seven of the same 
brands were being sold by Store A on 
December 10, 1929, and May 10, 1933. 
The total selling price of these brands 
had declined from $12.27 to $9.65 dur- 
ing this period, or the decline amounted 
to 21.35%. In Store B the total cost 
of the 42 brands in stock on both dates 
would have been 27.83% less in 1933 
than in 1929, using the store’s charge 
prices in 1929, and 15.74% less if a 
comparison is made with 1929 cash 
prices. The decline in Store C on 51 
brands during the three years and five 
months was 30.34%. It was 23.224%% 
on 43 brands in Store D, 26.08% on 57 
brands in Store FE, and 34.62% on 58 
brands in Store F. Store G was not in 
business in 1929. ‘The average decline 
in prices which occurred during the 
three years and five months in the six 
well-managed unit stores combined was 
27.24%. By way of contrast, the total 
cost of all 60 brands in the typical chain 
store (modal prices) would have been 
24.03 % lower on May 10, 1933, than on 
December I0, 1929. 

The total cost of a year’s supply of 
the 20 articles making up the food 
budget shown in Table I, if bought ata 
typical chain store, would have been 
$68.79 on May 10, 1933, as contrasted 
to $109.08 on December 10, 1929. In 
other words, prices on this small budget 
of staple foods showed a decline of 
36.84%. The cost of the budget, if 
purchased from independent stores, 
would have been $76.57 on May 10, 
1933, as compared to $124.48 on De- 
cember 10, 1929, a reduction of 38.49%. 
It will be noticed that the most im- 
portant branded commodities making 
up this budget showed a large decline 
in price. ‘Twelve of these 20 brands, 
as mentioned elsewhere, declined more 
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TasBLe II. Decuine in Prices rroy 





| (2) | (3) (4) (s) 





December 10, 1929. 





Average Prices 
Number of | Number of ea 
Quotations | Quotations Inde- | 

Independent; Chain pendent Chain 

Stores Stores Stores | Stores 

(cents) (cents) 





Bacon, Swift's or Sunnyfield.... 16 
Baking Powder, Rumford........... " 78 | 
Baking Powder, Calumet 71 

Beans, Campbell's....... .94 | 
Bon Ami, cakes a“ Pre ere Ir | 





Bran, Kellogg's, Flakes or Pep.. - ower nae q 61 | 
Butter, Broekaeld ‘ a7 | 
Catsup, Heinz's , a 15 
Cheese, Kraft American............-. : 50 
Cheese, Kraft Swiss............ re rrr : 63 | 


Chocolate, Baker's Premiu aa 87 
Cleanser, Old Dutch.... oe .64 
Cocoa, Baker's . err jai : _30 
Cocomalt : -37 
Coconut, Baker's ‘moist.. .12 








cameo Maxwell House vince Sinan mkid wer adatniae 93 

Coffee, Whitehouse................- b. 74 
Corn Flakes, Kellogg's Wikis earns eh ea one “86 
Corn Syrup, Karo Blue Label. ea +n eee 3 Ib. .07 
Corn Syrup, Karo Blue Labelt. ; j 67 





Cream of Wheat..... 64 | 
-56 


Crisco.... a yee ee = fo pheateaaate ’ 

Flour, Pillsbury Be ‘ s .16 
Gelatine, Knox .84 
Grape Juice, Welch 00 





Grape Nuts..... se errrr Teer eT IL 
34 


i ; chick CasGidoe aon we eateie ' : 

ard, Snowdrift...... “i awed - pai .96 | 

Lard, Swift one Bea .37 
74 


Milk, Borden's Eagle... sala: wieiaee a ak .69 | 
Milk, Carnation.... ere or 144% oz. 27 
By CN a née cen ceagesdcceedds Ot. can ar 
Mustard, French’s..... , oz. 55 | 
Oats, Quaker... oz. box 98 | 


Oleomargarine, Nucoa. : Tr atime ah “a Ib. .05 | 
Pancake Flour, Aunt Jemima. itl tec ‘ sata YM Ib. 35 | 
Peaches, Del Monte... : : ....| can No. 24% »s 

Pineapple, Del Monte (sliced). , doe ween Bee 48 
Pineapple, Libby (sliced).......... : --.| can No. 2 











Postum, Instant 

Post Toasties.... 

Puffed Rice 

Puffed Wheat. . 

Raisins, Sun Maid, Puffed. 





Raisins, Del Monte, Seeded... 

Salad Dressing, Gelfand’s (or Kraft's) 
Salt, Morton’s.. 

Shredded Wheat (N.B. Co. 

Soap, Ivory, Laundry size 





Soap, P andG.... 

Oy MAN okt thas amnees 

Se map, Octagon, Laundry size 
Soap, Palmolive ‘ 

Soup, Campbell's Tomato. 





Syrup, Log Cabin 
Tapioca, Minute... 
Tea, Lipton’s.. 
Tea, Tetley 
Uneeda Biscuit.. 





Wesson Oil......... 
Wheatena.. 








Totals ......(60 articles) } ey 
Per cent by which 1933 prices were lower (i.e. totals divided by 60).... 














Note: Figures followed by a plus sign in the last four columns indicate the amount (in cents or in per cent) by which the 1933 


prices were higher than the 1929 prices. 





ge Prices 
LL 


| 
Chain 
Stores 
(cents) 


a 


| 40 .63 
j 29.38 
29.50 
10.00 
10.16 
| 12.53 
| 50.88 
24.25 
26 . 86 


smber of | Number of 


PRICES OF BRANDED GROCERY COMMODITIES 


DECEMBER 10, 1929 TO May 10, 1933 





m | ® | © 


‘ 


(10) | 


(11) 


| (12) 


(13) 


| 





May 10, 1933 


Amount by Which 1933 Prices Were Lower 





Average Prices 


Cents 


Per Cent 





Inde- 
pendent 
Stores 
(cents) 


Quotations 
Chain 
Stores 


Chain 
Stores 
(cents) 


Inde- 
pendent 
Stores 


Chain 
Stores 


Inde- 
pendent 
Stores 


Chain 
Stores 


Average 





26. 
31. 
30. 


It. 


20.80 
-88 
.28 
.89 


-55 
.28 
-73 
-96 
31 





.07 
-97 
51 
-47 
-97 





.04 
.05 
-41 
.03 
.98 





























Il. 





20.68 
II .31 


19. 
6. 

















1,242.72 
20.71 





1,077.33 __ 
17.9544 





1,160. 
19. 








he figures for Karo Corn Syrup (large size) and Carnation Milk (small size) were not included in the totals. 


The size of evaporated milk cans was changed by the Evaporated Milk Association in 1931 from 16 oz. to 14}4 oz. 
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than 30%, and six declined more than 
40%. 
Decline in Prices of Individual Brands 


Average results for chain and inde- 
pendent grocery stores combined are 
shown for each of the 60 brands in 
column 14 of Table II. In order to 
furnish a more convenient comparison, 
however, the percentages appearing in 
this column have been rearranged and 
placed in the order of their size in 
Table III. Twenty-five of the brands 
showed a greater than average (19.33 %) 
decline. Average prices in chain and 
independent stores combined had de- 
clined 40% or more on eight brands 
during the period studied. Arranged 


in order according to the size of the 
decline these were: Nucoa, Snowdrift 
Lard, Bacon, Campbell’s Beans, Brook- 
field Butter, Del Monte Pineapple, 
Swift Jewel Lard and Libby Pineapple. 
Ten brands had-declined 40% or more 
in independent stores (Maxwell House 


Coffee, Whitehouse Coffee, Octagon 
Soap, and the brands listed above with 
the exception of Libby Pineapple), as 
contrasted to nine brands in chain 
stores (Quaker Oats in addition to the 
brands listed above). The largest per- 
centage decline was on Nucoa, 50.74% 
in chain stores, 49.87% in independent 
stores and 50.30% in both combined. 
The decline in prices was from 30% 
to 40% on 11 brands: Carnation Milk, 
Welch’s Grape Juice, Maxwell House 
Coffee, Del Monte Peaches, Octagon 
Soap, Whitehouse Coffee, Baker’s Co- 
Pillsbury Flour, Quaker Oats, 


coa, 
Soap and Kraft’s American 


Ivory 
Cheese. 
Five brands (Kraft’s Swiss Cheese, 
Sun Maid Raisins, Log Cabin Syrup, 
Gelfand’s Salad Dressing, and Camp- 
bell’s Soup) showed a decline in prices 
of 20% to 30% during the depression. 
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Crisco showed a decline in excess oj 
the average for all brands. 

Twelve of the 32 brands, on which 
the percentage decline during the three 
years and five months was less than the 
average, declined in price from 10% tp 
19.33% from December 10, 1929, to 
May 10, 1933. Arranged in order ac. 
cording to the amount of the decline 
these were: Wesson Oil, Puffed Wheat. 
Del Monte Raisins, Aunt Jemima Pap. 
cake Flour, Heinz Catsup, Palmolive 
Soap, Kellogg’s Bran, Jello, Bakers’ 
Moist Coconut, Shredded Wheat, Lip. 
ton’s Tea and Lux. 

The percentage decline on 20 of the 
branded articles during the period 
studied ranged up to 10%. These 
brands were: Tetley Tea, Puffed Rice, 
Post Toasties, Wheatena, P and G 
Soap, Calumet Baking Powder, Kel- 
logg’s Corn Flakes, Lifebuoy Soap, 
French’s Mustard, Karo Corn Syrup, 
Borden’s Eagle Milk, Minute Tapi- 
oca, Rumford Baking Powder, Knox 
Gelatine, Morton’s Salt, Uneeda Bis- 
cuit, Cream of Wheat, Baker’s Premium 
Chocolate, Old Dutch Cleanser and 
Cocomalt. 

Average prices on Bon Ami soap 
cakes, Instant Postum and Grape Nuts 
were slightly higher on May 10, 1933, 
than on December 10, 1929. As men- 
tioned earlier, however, this reflects an 
advance that occurred only in chain 
stores. 

A comparison between the decline 
in the prices of certain well-known 
branded products in Durham grocery 
stores during the three years and five 
months and the price reduction 1 
comparable articles of food contained 
in the Bureau of Labor’s retail foo 
index may be of interest.‘ Brande 


‘The commodities on which percentage declines 
in prices are compared are not of the same welg"! 
in every instance. The Bureau of Labor’s prices ar 
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jiced bacon declined 45.93% while 
the Bureau’s “sliced bacon” declined 
49.88%. Snowdrift and Swift Jewel 
Lard showed an average decline of 
45.7419 % as compared with 49.43 % for 
the Bureau’s “lard.” Crisco declined 
19.39%, and “‘vegetable lard substi- 
tutes” 24.18%. Campbell’s Beans de- 


clined 45.48%, and the Bureau’s “ pork 


and beans—16-ounce can” declined 
44.35%. Brookfield Butter showed a 
reduction of 44.721¢% as contrasted 
with 45.35 % for the Bureau’s “butter.” 
Nucoa declined 50.3014% and “‘oleo- 
margarine” §2.06%. Carnation Milk 
was 38.50% less in 1933 than in 1929 
while the Bureau’s “evaporated milk” 
was 37.50% less. Maxwell House and 
Whitehouse Coffee showed an average 
reduction of 37.2814 % as contrasted to 
41.68% for the Bureau’s “coffee.” 

The reduction in Pillsbury Flour 
34.6316% and in the Bureau’s 

33-33%. Quaker Oats declined 
34.6319% and the Bureau’s “rolled 
oats” declined 36.36%. Kraft’s Amer- 
ican and Swiss Cheese combined showed 
a reduction of 30.33% as compared 
with 40.85% for the Bureau’s “whole 
milk cheese.” Sun Maid and Del 
Monte Raisins combined were 20.3414 % 
less in 1933 than in 1929 and the 
Bureau’s “‘seeded raisins”’ were 26.02% 
less. Comparable figures for the de- 





‘or varying sizes and types of many of the commodi- 
ties contained in its index. For example, while the 
majority of its quotations are for bulk lard some are 
‘or lard in pails and a few for lard “bricks.” All 
‘ard prices are reduced to a per-pound basis, however. 
While the majority of its flour prices are for an eighth- 
oarrel bag, some quotations are for one pound. Prices 
are jor either bulk or packaged coffee; butter quota- 
ns are for “creamery extra” either in bulk or bricks; 
ad prices are quoted on several sizes of both loose 
nd packaged tea and bulk and packaged rolled oats. 
Bulletin 495, pp. 14-27.) Quotations on 
tonally-known brands in Durham are for Decem- 

» 1929, and May 10, 1933, whereas the Bureau 
bor’s prices are for December 15, 1929, and May 


cline in Tetley and Lipton’s Tea com- 
bined and the Bureau’s “tea” were 
11.30% and 17.12%, respectively; for 
Kellogg’s Corn Flakes 5.97% and for 
the Bureau’s “‘corn flakes” 13.68%; 
and for Cream of Wheat 2.121% as 
compared with 12.55% for ‘“‘wheat 
cereal—28-ounce box.” 

Summarizing the fifteen comparisons 
made above, it will be noticed that, 
with three exceptions, the prices of the 
selected standard brands of commodi- 
ties on which quotations were gathered 
in Durham declined less than prices of 
comparable commodities from the Bu- 
reau of Labor’s index. ‘The exceptions 
are flour, evaporated milk, and canned 
pork and beans. 


Conclusions 


A study of the data seems to warrant 
two general conclusions, to which there 
are a few exceptions. First, brands of 
commodities which compete directly 
with the same commodities sold in bulk 
or for which cheaper substitutes (either 
a cheaper brand of the same commodity 
or a bulk commodity of similar nature) 
are readily available declined the most 
during the depression. For example, 
brands of lard, sliced bacon and butter 
declined more than 40% in the three 
years and five months elapsing between 
the two studies. Branded coffee, flour, 
rolled oats and cheese declined more 
than 30%.° All of these commodities 
can be purchased in bulk form, and 
cheaper brands of the same commodities 
are available in almost every store. 
They are staple articles in the purchase 
of which price is an important factor, 
and a price that “is out-of-line”’ is 
quickly recognized by the average 
consumer buyer. The same statement 
can be made of branded baked beans 


5 Kraft’s American Cheese declined 31.53% and 
Kraft’s Swiss Cheese declined 29.1344%. 
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TasLtelIl. Percentace DECLINEIN Prices oF BRANDED ARTICLES DECEMBER 10, 1929 

To May 10, 1933 ' 
(Chain and Independent Stores Combined) 





40% and over 30% and under 40% % 20% and under 30% 





| 
50. 3014! Carnation Milk 38.50 | Kraft Swiss Cheese 


Snowdrift Lard .22 | Welch’s Grape Juice .04 | Sun Maid Raisins 
Sliced Bacon .93 | Maxwell House Coffee.... 37.9244| Log Cabin Syrup 22.13% 
Campbell’s Beans...... 45.48 | Del Monte Peaches . 3114 Gelfand Salad Dressing. 21.77 i 
Brookfield Butter -72%4| Octagon Soap .16 | Campbell’s Soup 
Del Monte Pineapple... 44.67 | Whitehouse Coffee 644 
Swift Jewel Lard .27. | Baker’s Cocoa .9414 
Libby Pineapple .30 | Pillsbury Flour 63% 
Quaker Oats .63% 
| Ivory Soap .2814 
| Kraft American Cheese... 31.53 





10% and under 20% o% and under 10% Prices Advanced 





.39 | Tetley Tea 9.5414| Grape Nuts 
Wesson Oil............ 19.1844} Puffed Rice.............. 8.84 | Instant Postum 
Puffed Wheat 6644! Post Toasties .8614| Bon Ami Cakes........ 


Del Monte Raisins..... 17.95 | Wheatena 
Aunt Jemima Pancake P and G Soap 

Flour = .51 | Calumet Baking Powder.. 
Heinz’s Catsup -10 | Kellogg’s Corn Flakes 
Palmolive Soap .771%4| Lifebuoy Soap 
Kellogg’s Bran .61 | French’s Mustard........ 
Oe errr ee .02 | Karo Corn Syrup 
Baker’s Moist Coconut. 13.83!4| Borden’s Eagle Milk 
Shredded Wheat....... 13.49%] Minute Tapioca 
Lipton’s Tea 3.0544; Rumford Baking Powder. . 
. 3846) Knox Gelatine 
| Morton’s Salt 
Uneeda Biscuit 
Cream of Wheat 
Baker’s Premium Choc- 














Old Dutch Cleanser 
| Cocomalt 











and canned evaporated milk, and both, has no information on manufacturing, 
of course, compete with a bulk sub- processing or packing costs for any 
stitute. The price of Nucoa is directly of the branded products studied, it 
influenced by the price of butter. would seem reasonable to assume that 
Prices of Libby and Del Monte Canned _ the cost of the raw material is of majo! 
Pineapple and Del Monte Canned importance in all the products men- 
Peaches, while not influenced so directly tioned above. 

by prices of the raw products or cheaper Ivory Soap and Octagon Soap are 
brands of the same commodities as exceptions to the general statement © 
branded butter or lard, must be kept the characteristics of the brands show- 
in line with them. While the writer ing a large price decline. Other well- 
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known brands of soap (P and G, 
Lifebuoy and Palmolive) showed a 
comparatively smalldecline. No state- 
ment can be made concerning Baker’s 
Cocoa and Welch’s Grape Juice, prices 

which declined 34.944% and 
:8.04%, respectively. Possibly price 
competition is keen with the less well- 
tnown brands of these two commodities 

r both may be open to substitution. 
Baker’s Chocolate, which would seem 
to be akin to Baker’s Cocoa, advanced 
slightly in price in chain stores.) 

In this connection, it is interesting 
to note that Brookfield Butter, Pills- 
bury Flour, Snowdrift Lard, Swift 
Jewel Lard, Carnation Milk and Nucoa 
were the first of the 60 branded 
products studied on which prices were 
advanced by Durham grocers following 
the low of April, 1933. These brands 
apparently are extremely sensitive to 
price changes. 

Second, brands which do not com- 
pete directly with bulk products, or for 
which no exact substitutes are readily 
available, or which because of extensive 
advertising occupy a somewhat exclu- 
sive position, declined the least during 
the depression. For example, Puffed 
Rice, Post Toasties, Kellogg’s Corn 
Flakes, Grape Nuts, Wheatena, Cream 
{ Wheat, Calumet and Rumford Bak- 
ing Powder, and Instant Postum cannot 
be purchased in bulk form, and there 
are no commonly accepted bulk sub- 
stitutes for these branded commodities. 
At least two of them, Instant Postum 
and Grape Nuts, have no branded sub- 
stitutes, so far as the writer knows, and 
the strong consumer demand which 


exists for each of the other brands 
would tend to prevent brand substi- 
tution. While substitutes may be 
available for French’s Mustard, Minute 
Tapioca, Knox Gelatine and Cocomalt, 
they probably are not acceptable to 
the average consumer who is accus- 
tomed to using these brands. Borden’s 
Eagle Milk, when used as a food for 
babies or undernourished children, does 
not compete with canned evaporated 
milk or bulk milk. It does, however, 
compete with cheaper brands of canned 
condensed milk. This branded product 
enjoys a strong consumer demand 
especially from those who use it in 
cases of malnutrition. 

The demand for the branded products 
mentioned above, all of which declined 
less than 10%, is relatively inelastic. 
A marked reduction in the price of 
Instant Postum, Grape Nuts or Coco- 
malt, for example, probably would not 
appreciably increase the sales of these 
products. The same statement could 
be made of Uneeda Biscuit, Old Dutch 
Cleanser, Bon Ami and Morton’s Salt— 
other brands which showed a slight 
decrease (or an increase) in price. 
Although tea can be bought in bulk, 
Tetley Tea probably enjoys a well 
established consumer demand from cus- 
tomers who primarily are interested in 
the quality of the product. Why two 
branded soaps showed a marked de- 
cline and three others, equally well 
known, declined relatively little cannot 
be explained except on the grounds of 
competitive strategy. Baker’s Cocoa 
and Baker’s Premium Chocolate appear 
to have been merchandised on a differ- 


ent basis. 





RECENT BOOKS 


ON MARKETING 


By EDMUND P. LEARNED 


WO years ago this journal car- 

ried a review of recent books on 

marketing.! Since that time rela- 
tively few book titles have been added 
to the literature of the field. Among 
the newer books, however, there are 
some of outstanding merit, such as 
Retail Merchandise Control” by Professor 
John W. Wingate of New York Univer- 
sity. Significant trends in marketing 
methods and policies are developed in 
such books as Standardization of Con- 
sumers’ Goods* by Professor Jessie V. 
Coles of the University of Missouri, The 
Consumer—His Nature and His Chang- 
ing Habits‘ by Professor Walter B. 
Pitkin of Columbia University, and 
Distribution Today® by O. Fred Rost of 
Business Week. ‘The historical aspect 


of marketing is represented in The H1s- 


tory of The Quaker Oats Company® by 
Professor Harrison John Thornton of 
the University of Iowa. In The Eco- 
nomics of Free Deals’ and in Advertis- 


1 Learned, Edmund P., “‘ Recent Books on Market- 
ing,’ X HARVARD BUSINESS REVIEW 3, April, 1932, pp. 
332-340. 

2? Wingate, John W., 
New York: Prentice-Hall, Inc., 1933. 

Coles, Jessie V., 
Goods—An Aid to Consumer Buying. 
Ronald Press, 1932. 323 pp. $3. 

‘Pitkin, Walter B., The Consumer—His Nature 
and His Changing Habits. New York: McGraw-Hill 
Book Company, Inc., 1932. 421 pp. $4. 

5 Rost, O. Fred, Distribution Today. New York: 
Whittlesey House, McGraw-Hill Book Company, 
Inc., 1933. 335 Ppp. $3. 

6 Thornton, Harrison John, The History of the 
Quaker Oats Company. Chicago: The University of 
Chicago Press, 1933. 279 pp. $3. 

7 Lyon, Leverett S., assisted by Helen May Wheeler, 
The Economics of Free Deals—with Suggestions for 
Code-Making under the N. R. A. Washington, D. C.: 
The Brookings Institution, 1933. 228 pp. $1.50. 


Retail Merchandise Control. 


478 pp. $5. 
Standardization of Consumers’ 


New York: 


ing Allowances* Professor Leverett §. 
Lyon discusses aspects of price policy, 
Merchandising Electrical Appliances? js 
the report of the Electrical Merchandis. 
ing Joint Committee. The Association 
of National Advertisers, Inc., filled , 
real gap in the literature through their 
book on An Analysis of the Distribution 
Costs of 312 Manufacturers.” No at- 
tention is given in this review to books 
on advertising or sales management. 


Principles of Merchandise Control 


Professor Wingate’s Retail Merchan- 
dise Control is the first book on the 
principles of merchandise control which 
tells the reader most of what he should 
know about the subject. The purpose 
of the book is “to make it possible for 
readers to comprehend the mechanics 
and details of making merchandise plans 
and of computing open-to-buys, initial 
mark-ups, and unit buying plans.’ 
Accordingly, the author gives an er 
ample of every principle or problem 
involved. Wingate is clearly master 
of his subject; he sees each section of 
the problem of merchandise control in 
proper relation to the other parts and 
he deals with specific examples very 
capably. 


8Lyon, Leverett S., Advertising Allowances—4 
Phase of the Price-making Process. Washingt», 
D. C.: The Brookings Institution, 1932. 125 pp. 4! 

® Dameron, Kenneth, Editor, Merchandising Ele 
trical Appliances. New York: Electrical Mercham 
dising Joint Committee, 1933. 325 pp- 

1 Association of National Advertisers, Inc., ¥ 
the cooperation of the National Association of Cost 
Accountants, An Analysis of the Distribution Com 
of 312 Manufacturers. New York, 1933. 110 PP 
$15 to nonmembers. 
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\erchandise control is defined as the 
adjustment of stocks to sales possibili- 
ries so as to yield the largest profits. 
The control of stock is related to its 
surchase and disposal; consequently, 
both buying and sales-promotion plans 
crow out of the data revealed by mer- 
chandise control records. Merchan- 
dise control activities are studied from 
the dollar standpoint and from that of 
units or pieces of merchandise. Dollar 
or financial merchandise control has to 
do with efforts to adjust to the probable 
dollar sales the dollar value of stocks 
carried in a store, in a department, or 
in a merchandise classification. Such 
planning includes a consideration of the 
relationship between the cost and the 


f retail value of the stock, that is, the 


mark-up. Unit merchandise control, 
on the other hand, is concerned with 
eforts (1) to adjust the number of 
items carried in different merchandise 
classifications to the rate of sale of each 
of those items, (2) to simplify the stock 
assortment by price lining and by the 
preparation of assortment lists, and (3) 
to control the realized mark-up on indi- 


| vidual items by better buying and more 
| prompt sale. 


In the case of both dollar and unit 
plans, there are three distinct steps in 
their operation: first, the determination 
and analysis of facts on results to date; 
second, the preparation of plans on the 
basis of facts; and third, the control of 
perations on the basis of the plans 
made. The difficulties which Wingate 
inds with budgets in use are not with 
the principles of advance planning, but 
bape with faulty technique, such as, 
lor example, the establishment of unit 
budgets for long periods—such periods 
as are practicable only for dollar plans. 

The most serious criticism of budget- 
ary procedure is that arising from 
ieglect in administration on the as- 


sumption that the existence of a budget 
guarantees control. Wingate properly 
emphasizes the fact that advance plan- 
ning cannot replace the continual pe- 
rusal of results, which in turn may lead 
to a revision of the plan in its every 
factor because current data reveal 
the development of a situation earlier 
unforeseen. 

Retail Merchandise Control contains 
useful appendices on the sources of 
statistical data on department store 
operation and the following 14 chapters: 
Budgetary Control in Retail Merchan- 
dising, The Adjustment of Profits Fac- 
tors, Departmentizing a Store, The 
Merchandise Plan, The Trend of Sales, 
Sales Planning and Control—Outside 
and Inside Conditions, Stock Planning 
and Control, Stock-sales Ratios, The 
Planning and Control of Retail Reduc- 
tions, Purchase Planning and Control, 
Planning and Control of the Initial 
Mark-up, Planning and Control by Mer- 
chandise Classification, Unit Merchan- 
dise Control and the Control Systems, 
and Unit Planning and Control. Every 
retailer and teacher of retailing can 
afford to own a copy of this thoroughly 
useful book. It faces the issues of the 
subject, presents arguments for and 
against the various methods of handling 
debatable points, and draws sound con- 
clusions regarding superior procedures. 
The book is a welcome addition to the 
literature; it should become a standard 
work of reference. 


Trends in Marketing Methods and 


Polictes 


Criticism of modern marketing meth- 
ods, often associated with high costs of 
distribution, is not a new phenomenon, 
but certainly there has been an in- 
creased amount of it since 1929. In 
the last few years Consumers’ Research, 
Inc., has become an important organiza- 
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tion among irate consumers; govern- 
ment officials have frequently made 
statements, which in some cases are 
inaccurate, about the high costs of dis- 
tribution; and high-pressure sales meth- 
ods and advertising were certainly on 
the defensive during 1933, if one may 
judge by the articles and editorials 
appearing in Printers’ Ink. All these 
outcries tend to increase the importance 
of the consumer, as he or she affects the 
marketing process and the preparation 
of products for sale. A few manufac- 
turers and retailers have given more 
than lip service to the production and 
sale of products which really satisfy 
consumer desires, but it is probably a 
safe guess that in the future new tech- 
niques for discovering consumers’ wants 
will be developed and more attention 
will be given to demand research. ‘Two 


books which indirectly reflect the grow- 
ing sentiment of consumers are Coles’s 
Standardization of Consumers’ Goods— 
An Aid to Consumer Buying and Pitkin’s 


The Consumer—His Nature and His 
Changing Habits. 

Professor Coles divides her book 
on the Standardization of Consumer’s 
Goods into four parts as follows: Part I, 
The Position of the Consumer-Buyer; 
Part II, The Nature of Standards and 
Standardization; Part III, The Process 
of Standardization; and Part IV, Pres- 
ent Status of Standardization. The 
following quotation from the second 
paragraph of the preface states effec- 
tively the place of this book in the fields 
of marketing and home economics: 

In the field of consumers’ goods, stand- 
ardization may be described as the process 
of making available in commonly under- 
stood terms such information concerning 
characteristics of goods as will permit their 
identification and comparison in the mar- 
ket. Such identification and comparison 
make it possible for the consumer-buyer 
to secure the goods best suited to a par- 
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ticular use with a minimum expenditure 
of time, effort, and money. The common 
use of standards which aid the consumer- 
buyer has an important bearing on the 
production and purchase of consumers’ 
goods. It is of benefit to consumers and 
producers, to sellers as well as to buyers. 
It is hoped, therefore, that this book wil! 
interest both consumers and producers 
teachers of marketing and of home eco. 
nomics, and all others concerned with the 
problems of consumer-buying. 


Two more quotations reflect Profes- 
sor Coles’s attitude toward the plight of 
the consumer-buyer: 


The present-day producer not only 
devotes his energies to providing goods 
from which consumers may select, but he 
expends considerable effort in telling them 
about these goods in an attempt to induce 
them to buy. This service is necessary in 
order that consumers may know what goods 
are available and where to obtain them. 
On the other hand, efforts of producers to 
guide demand to their particular goods 
have led to activities which confuse con- 
sumers and make buying difficult. The 
producers’ desire for profits leads them to 
resort to practices which may be actually 
fraudulent. And for the most part, con- 
sumers do not know that they are being 
deceived. Modern technique of produc- 
tion is such that consumers are unable to 
distinguish differences in goods. 

Irrelevant statements are made con- 
cerning goods, such as those featuring the 
fact that “Carnation” milk comes from 
contented cows, and that “Ivory” soap 
floats. By implication and suggestion 
consumers may be led to infer the presence 
of characteristics which are merely ficti- 
tious. Trade names may be misleading 
“Beanhole” beans are not prepared 
beanholes. ‘“‘Nu-grape” beverage is not 
made from grapes. ‘“‘Belgen’’ sheets are 
not made in Belgium or of linen. Of 100 
textile trade terms submitted to 600 
women buyers in all parts of the country, 
38 were found to be misleading, 23 cor 
fusing, and 5 “‘more or less” misleading. 
(See Textile Trade Terms, New York 
University Bureau of Business Researci, 
1922.) , 

Philippine mahogany is not genuine 
mahogany. Hudson seal is made trom 
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skins. Silk may be weighted 
8 or three times its original weight with 
metallic substances." 
- Unf tunately, however, the information 
srovided concerning specific characteris- 
rics of goods in many cases lacks exactness 
and definiteness; therefore it is of negligi- 
ble value to the buyer. This lack of 
1ess is in part due to the scarcity of 


muskrat 


exact! 


cccurate and commonly understood terms 
by means of which information may be 


expressed. The producer sometimes does 
not wish to supply such information or is 
not able to do so because he does not know 
the exact facts concerning his goods. 
Especially is the latter true of retailers, 
although the practice of buying goods 
according to specifications and the use of 
testing laboratories provide means by 
which they are able to know more of the 
essential facts concerning goods than 
f Ix, 12 


Part Il on the Nature of Standards 
and Standardization is a good discus- 
sion of the problem which will be of 
interest to technical readers, but not to 
consumers. In Part III the process of 
standardization is described as follows: 


The Process of Standardization—In the 
light of the discussion in the previous Part, 
standardization may be described as the 
process of discovering and making avail- 
able information concerning goods which 
will enable consumer-buyers to make in- 
telligent comparisons and rational choices. 
This information may be quantitative or 
non-quantitative in character. It is made 
available to the buyer by describing goods 
through labels, advertising, and sales talk 
in terms of commonly understood words, 
phrases, symbols, and the like, or through 
units of measurement, ratings, and grades, 
that is, in terms of standards." 


Earlier in the book Professor Coles 
critically examines the general guides of 
inspection, experience, tests, and selec- 
tion of reputable dealers which are 
available to consumer-buyers, and she 


les, op. cit., p. 6. 
bid., p. 49. 
Z., p. 127. 


fairly points out the weaknesses in 
trade-marks, advertising, and labels 
and guaranties as wholly reliable guides. 
In this section she recognizes the neces- 
sity for consumer education if standard- 
ization is to become effective. To the 
reviewer it seems that she may have 
overestimated the desire of consumers 
to be educated. Both Professor Coles 
and the Consumers’ Research, Inc., 
apparently believe that consumers want 
to be and ought to be treated as wholly 
rational beings. Pitkin’s work, dis- 
cussed below, raises some doubts about 
the simplicity of suchaview. Whereas, 
Consumers’ Research, Inc., appears to 
start with a bias against all advertised 
products, Professor Coles does not take 
such an extreme view. This book 
should give advertisers something to 
ponder. For consumers, Part IV on 
the Present Status of Standardization 
is a useful section on standards in foods, 
textiles, and other products. 

Pitkin’s The Consumer—His Nature 
and His Changing Habits is a protest 
against the many businesses which have 
few fragments of information about 
their consumers. From another point 
of view it is a plea to business men to 
use the services of psychologists as a 
means of learning about people. Man, 
the consumer, according to Pitkin, is 
much more than an economic animal, 
more than a social constituent, more 
than an individual mind, more than a 
prospective buyer of goods. He is an 
enormously complex individual caught 
up in the web of life. All of his inner 
complexities interact with the intrica- 
cies of this web of life; and a study of 
the whole stream of events thus created 
properly falls within the scope of this 
volume. 

Thus Pitkin tries to describe the con- 
sumer in six sections on How Wealth 
Accumulates, The Web of Life, Factors 
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Limiting Volume Consumption, Classes 
of Consumers, The War between Maker 
and User, and the Thousand-year Truce. 
All these sections are filled with statis- 
tics about consumers; probably never 
before in one book have so many data 
about consumers been brought together. 
The reviewer feels that many of these 
facts are not coordinated by the author. 
The book, moreover, has a thrown- 
together effect. There is little con- 
tinuity to the examples and argument 
at times, yet the book is quite read- 
able because of spectacular statements 
which make one wonder what is coming 
next. Throughout the book Pitkin 
more or less unconsciously leads the 
reader to expect a solution of the pres- 
ent ills of the world; however, his 
answer does not stand out clearly. He 
says man is not a volume consumer first 
and foremost, but rather a sleeper, a 
singer, a lover, a dancer, an adventurer, 
a reader, a chatterbox, and a hundred 
other things at heart. Whether Pitkin 


shows clearly or not what these phases 
of man’s life mean to business may be 


decided by each reader of his book. All 
will probably agree that his analysis 
shows that the consumer is a complex 
person, whose habits the business man 
may view profitably through the eyes 
of the psychologist and the philosopher. 


Marketing History 


One of the great deficiencies in the 
literature of marketing is the lack of 
authoritative works on the history of 
marketing methods and marketing in- 
stitutions. Perhaps it is too early to 
expect such monographs, but surely it 
is not improper to suggest that even- 
tually they will have a place in the field. 

The History of the Quaker Oats Com- 
pany contains several topics of interest. 
As one chapter in the story of the hori- 
zontal integration of American indus- 
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try, the account is significant both from 
the standpoint of its origin and op 
account of the legal complications under 
the Sherman Act. To the marketing 
specialist, the role this company played 
in the development of branded, pack. 
aged goods is significant; the company 
was among the early promoters of such 
merchandise on a large scale. The 
Quaker Oats Company used mill brands 
of packaged oats to appeal directly to 
the consumer and so to free itself from 
the “tyranny” of the wholesaler. 
The methods of promotion used by 
the Quaker Oats Company make an 
interesting account. Freesamples were 
used in the 80’s, spectacular displays 
were established at the Boston Food 
Fair of 1891 and at other fairs and ex- 
hibitions thereafter. Wall signs and 
billboard posters were among the 
earliest types of advertising used by 
the oatmeal millers. Newspapers and 
magazine space were used also. The 
advertisement quoted below indicates 
that in the go’s advertising men had as 
fertile imaginations as they do today. 
It looks as though Portland is about to 
be treated with a most sensational divorce 
case. The parties interested all occupy 
high social positions, and if the case is 
really brought to trial there will be some 
pretty racy reading matter in the court 
records of the next term. The charge of 
cruel and willful neglect will be made by 
the wife, who is a young and beautiful 
woman, raised in the lap of luxury and 
wealth. On four successive occasions she 
has asked her husband to bring home a 
package of Quaker Rolled Oats, and each 
time he has failed to do so. We await 
developments with interest."* 


Premiums were also used to stimu- 
late consumer demand. On all these 
points the author has neglected to use 
enough dates to satisfy a careful reader, 
and the lack, of figures showing the 


14 Thornton, op. cit., p. 103. 
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amount expended for various sorts of 
promotion is a real weakness. On 

‘he whole, however, the book is well 
documented. 

The History of the Quaker Oats Com- 
pany has an adequate account of pro- 
action methods and the history of oats 
‘1 the human and animal diet, but it 
has insufficient text on financial and 
marketing problems. Since the book 
sa history of a company rather than 
of marketing methods, it may not be 
‘ir to criticize the failure to develop 
a problems fully. And yet 
here is a moral for teachers of business 
subjects in this book. Teachers and 
researchers in the several fields of busi- 
ness must not rely on_ professional 
historians to write the histories of the 
institutions or functions within their 
several fields. Rather they must work 
with historians to obtain what is 
wanted, or preferably they must be- 
come historians within their own fields. 


Phases of the Price-making Process 


During the last two years Professor 
Leverett S. Lyon of The Brookings 
Institution has prepared two small 
volumes on what he terms ‘“‘phases of 
the price-making process.” In 1932 
Advertising Allowances was published, 
and in 1933 The Economics of Free 
Deals. 

In his introduction to The Economics 
| Free Deals Professor Lyon says: 


The analysis of price phenomena has 
ways occupied a central place in the 
work of economic students. While pre- 

ously this was confined almost solely to 
consideration of competitive price and 
monopoly price, more recently there has 
deen some exploration into that shadowy 
neid which lies between the more complete 
orms of either and which in this study is 
cal lled the area of semi-monopoly. To 
add ! something to the comprehension of 


that area is the first purpose of the study. 
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It is hoped that this book will make some 
contribution to an understanding of the 
institutional arrangements of private en- 
terprise and government which makes semi- 
monopoly possible, but more particularly 
that it will throw light on some of the ways 
in which and the extent to which the 
rigidity of semi-monopoly prices is made 
— flexible than it is commonly assumed 
to be. 


A second purpose was to present and 
analyze data on what has long been 
regarded as an irritating competitive 
trade practice. Finally, he wished to 
indicate the economic and _ business 
effects of free deals and to suggest 
criteria which business men, econo- 
mists, and government officials might 
find useful in formulating trade practice 
agreements. 

In his introduction to Advertising 
Allowances he states the problem in a 
slightly different fashion: 


Centering about price policies and bear- 
ing in many cases a close relationship to 
branded, identifiable, and widely adver- 
tised goods there has grown up a new set of 
practices and phrases more familiar to the 
business man than to the economist. 
These practices have found expression in 
such terms as price maintenance, price 
cutting, price structure, allowances, deals, 
discounts, and guarantees against price 
decline. 


Free deals, according to Professor 
Lyon, involve six salient factors: a 
giver, a recipient, a basis for the offer 
(either purchases or sales by the recipi- 
ent), a gift, dimensions of time, quan- 
tity, area and value, and the presence or 
absence of familiarity with the revenue 
product or service. The free deal he 
defines as a method of pricing and mer- 
chandising in the field of branded, 
standard-price products. 

This book, among other things, dis- 
cusses the various aspects of free deals, 
including the psychology of deals, their 
incidence and benefits. The author 
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summarizes the attitude of deal users 
quite succinctly when he says: 


Even though deals may have undesirable 
characteristics, they work; they work bet- 
ter than price reductions, and so long as 
this is true they must be used by all com- 
petitors if they are used by any. Deal 
givers believe that deals are seductiveeven 
in selling to mercantile buyers; therefore 
strong arguments against them must be 
brought forward before deal givers relin- 
quish their use as a form of sale strategy. 


This use of the word ‘“‘seductive” in 
the foregoing quotation is significant. 
One cannot tell whether consumers as a 
group are a gullible lot or whether 
merchants prefer deals because they 
think consumers are gullible. The re- 
viewer believes that the attitude of the 
consumer has been given inadequate 
attention by the author and by the 
users of deals. It is, however, one of 
those areas within which business men 
and economists have few facts. That 
deals are considered preferable to price- 
cuts and to other forms of promotion 
suggests the great need within the field 
of marketing for some way of measuring 
the advantage of one plan of promotion 
as against another, both in terms of the 
profit approach of the business and of 
the social approach of the economist. 
These books have made a start in pre- 
senting facts and opening new vistas. 
Much remains to be done. 


Distribution Problems 


Trends in marketing are discussed by 
O. Fred Rost in Distribution Today. 
This book, according to the preface, 
is intended to answer the following 
questions: 


1. What, in the final analysis, is meant 
by “‘distribution,” where and when does it 
begin and where does it end? 

2. What is wrong with the process of dis- 
tribution, now employed, when each of its 
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steps is analyzed on the basis of the broad. 
est interpretation of the term? 

3. What are the different policies of dis. 
tribution, what agencies are available to a 
manufacturer and what functions are per- 
formed by such agencies? 

4. What factors are involved in the cos: 
of distribution, what is the present cos 
and at what cost can distributive services 
be bought from existing agencies? 


These questions are actually answered 
in a very superficial way. The aca- 
demic man will criticize the book 
also for its complete lack of footnote 
references. In 213 pages of well-leaded 
text, it is impossible to handle thor- 
oughly the following subjects without 
some references. In Part I, the author 
describes briefly Where Distribution 
Stands Today. In Part II, consisting 
of less than 100 pages, he summarizes 
the facts with respect to the wholesaler, 
the independent retailer, the depart- 
ment store, the chain store, the volun- 
tary chain, the mail-order house, truck 
distribution, the supermarket, the can- 
vasser, and the manufacturer’s agent. 
Part III follows with 50 pages devoted 
to Important Policies of Distribution, 
such as consignment selling, selective 
distribution, direct selling, and indus- 
trial selling. Finally, there is Part l\ 
on Distribution Costs and the Price 
Problem. A sizeable book is produced 
by the addition of 114 pages of appen- 
dices, devoted to the text of the Na- 
tional Industrial Recovery Act, the 
President’s statement on that act, 
Bulletin No. 1, the codes of the steel 
and the electrical industries, the Cap- 
per-Kelly Bill, the retail sales con- 
tract permitted under the California 
** Junior’ Capper-Kelly Bill, and finally, 
the code of fair competition for the 
retail trade. 

Merchandising Electrical Appliances 
is a report of the Electrical Merchandis- 
ing Joint Committee. The scope 
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the report is indicated by the table of 
contents: Market Opportunities in an 
Electric Age, Channels of Distribution, 
Merchandising Electrical Appliances 
through Utilities, Merchandising Elec- 
trical Appliances through Hardware 
and Furniture Stores, Department Store 
\ferchandising of Electrical Appliances, 
Advertising and Selling Problems, The 
Home Service Department, Price and 
Service Policies, Testing Electrical Ap- 
pliances, and Trade Relations. The 
hook contains useful ideas for retail 
dealers and it is particularly good on the 
topic of sales promotion. It lacks a 
thorough account of the problems of 
manufacturers of electrical appliances. 
Being a joint product of several men, 
the book is poorly organized and con- 
tains some needless material. The 
many statistics are useful. While Mer- 
chandising Electrical Appliances cannot 
be rated as a high-grade book of lasting 
value, the efforts which the members 
of the Committee spent in its prepara- 
tion did lead to more harmonious rela- 
tions between the various types of 
distributors and dealers handling elec- 
tric appliances. 

The last publication included in this 
review is dn Analysis of the Distribution 
Costs of 312 Manufacturers, which was 
prepared by the Association of National 
Advertisers with the cooperation of the 
National Association of Cost Account- 
ants. This book, printed in a limited 
edition, is a much needed addition to 
: costs of distribution. 
several university bureaus of business 


the data on 
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research, the Federal Trade Commis- 
sion, and the Census Bureau have con- 
tributed data on the costs of wholesale 
and retail distribution, but relatively 
little public information is available on 
the marketing costs of manufacturers. 
The industries reported upon include 
drugs and toilet articles, furniture, 
grocery products, hardware, heating 
equipment, home furnishings, house- 
hold appliances, jewelry and _ silver- 
ware, office equipment and supplies, 
paints and varnishes, petroleum prod- 
ucts, radio equipment and supplies, 
shoes, sporting goods, tobacco products, 
building materials and supplies, chem- 
icals and allied products, electrical 
equipment and supplies, iron and steel 
and their products, machinery and 
machine tools, nonferrous metals, paper 
and paper products, stone, clay, and 
glass products, textiles, and transporta- 
tion equipment. 

In preparing the data on percentage 
cost of distribution to sales volume, 
the authors have used the arithmetic 
average; on account of the small sam- 
ples within industrial classifications, 
such a method was undoubtedly neces- 
sary. Under each industrial classifi- 
cation a resumé provides a partial 
interpretation of the averages by giving 
data on percentage costs for groups 
classified on a volume of sales basis. 
In view of wide variations in marketing 
policies within the several companies, 
further warning must be expressed 
about using the data too literally. 
Until a better job is done, however, this 
book will be widely used. 








THE SCIENTIFIC STUDY OF THE INDUSTRIA, 
WORKER 


By T. N. WHITEHEAD 


HE human element in industry 

has been receiving increasing at- 

tention during recent years, and 
quite a number of researches bear 
witness to this fact. These researches, 
for the most part, fall into two classes. 
On the one hand, they are directed to 
establishing the fitness of particular 
individuals for given jobs. Tests of 
intelligence and trade tests come under 
this head. On the other hand, a large 
number of investigations are under- 
taken to improve the traditional work 
procedures, and thus enable operators 
to achieve a greater result with a 
smaller expenditure of energy. The 
work of the Gilbreths occurs to one in 
this connection. 

Both these types of research have 
proved fruitful in the past and will 
undoubtedly extend their scope in the 
future, but neither of these lines of 
investigation, separately or collectively, 
amount to a study of the worker him- 
self. For behind his individual facili- 
ties, and the orderly arrangement of 
his movements, stands the human 
being; something more than a collec- 
tion of physiological possibilities and 
coordinated actions. 

So the study of the human element in 
industry must include the whole gamut 
of hopes, desires, fears, and interests, in 
so far as these motivate and organize 
work behavior in its widest sense. 


The Human Element in Industry— 
The Hawthorne Experiment 


In 1927, at the Hawthorne Works 


of the Western Electric Company 


in Chicago, a research was started 
attack this very problem. Perhaps jt 
would be more correct to speak oj 
a number of related researches, {o; 
the program continually widened ove; 
several years. In this account I shalj 
confine myself to one experiment which 
lasted for about five years. I should 
explain that the research I am describ. 
ing is not completed; the analysis js 
proceeding now. 

In 1927, five skilled operators, young 
women, were placed in a special test 
room and performed their usual work 
under continuous observation until the 
middle of 1932, a period of five years. 

These young women all had had 
several years’ previous experience in 
the assembly of small electrical relays, 
and this was the work they performed 
in the test room. These relays weigh 
a few ounces, contain some 40 to 50 
parts, and are assembled in an average 
time of just under a minute. 

Although the actual work itself was 
not altered in any significant manner, 
nevertheless the general condition 
under which these operators worked in 
the test room differed in a number 0! 
respects from those to which they ha¢ 
previously been accustomed. 

The operators were informed as ‘0 
the nature of the experiment. [hey 
were paid, as before, on the same sy 
tem of group piece work; but the gro 
formerly containing over a_hundrec 
individuals, was now reduced to on) 
five. In addition, no pressure was Pp! 
on this group to achieve any given levé 
of output; and, in fact, they wet 
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varned against racing or forced output 
‘; any form; for the immediate object 
was not to increase output but to study 
the human factor. 

The operators were seated in a row 
sn one side of a long bench, and were 
sermitted to talk. Conversation was 
‘he rule rather than the exception; it 
was sometimes general, and at other 
times was confined to more intimate 
-onversation between neighbors. 

In addition to these innovations 
certain other experimental changes were 
introduced from time to time. Thus 
the length of the working day and the 
qumber of working days per week were 
varied; rest pauses were introduced, 
and so on. 

Provision was made to keep adequate 

rds. One or more executives were 
stationed continuously in the test room 
throughout the whole’ experiment. 
They had certain routine duties to 
perform in connection with the supply 
of parts and the disposal of the assem- 
bled relays. In addition these execu- 
tives, with the full knowledge of the 
perators, kept an elaborate series of 
records and observations. Thus, an 
automatic instrument recorded, to 
about a fifth of a second, the instant 

which each operative completed 
every assembled relay. So we have a 
minute-to-minute record of output for 
each operator over a period of five 
years. Other records relate to the 
juality of the output, and also to the 
quality of the parts supplied; reasons 
‘or temporary stops in the work; 
records of conversations; room tem- 
perature and humidity, etc. 

Besides these more formal records 
the executives made observations on 
the characters and dispositions of the 
workers in the test room, and recorded 
the relationships that developed be- 
tween them. I should perhaps add 
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that the relations between the operators 
and the executives were at all times 
cordial. 

These operators were separately 
interviewed by an experienced inter- 
viewer on several occasions in another 
room; and finally they were examined 
by a medical officer about once in six 
weeks. 


Weekly Rate of Output 


Figure 1 shows one way in which the 
output records can be presented. ‘This 
diagram gives the weekly rate of output 
of every operator in the test room 
throughout the whole duration of the 
experiment. The number of each 
operator corresponds to the number of 
the seat she occupied, counted con- 
tinuously along the work bench. It 
will be seen that occasionally one 
operator left and another took her 
place; thus, at about the end of 1927 
operators Ia and 2a were replaced by 
operators I and 2; again for about ten 
months in 1929 and 1930 operator 5a 
substituted for operator 5. In about 
the middle of 1932 all the operators 
left and were replaced by novices. 
The present account concerns only 
the five operators I, 2, 3, 4, and 5. 
From April, 1930, to February, 1931, 
the operators changed places on the 
work bench and occupied the positions 
indicated; they subsequently returned 
to their old positions. 

These weekly rate-of-output graphs 
present only one of many possible 
summaries of the operators’ work be- 
havior from 1927 to 1932; but even this 
single summary cries aloud for 
interpretation. 

For instance, why do a number of 
highly skilled operators, whose outputs 
had already reached a steady state, 
work so much faster after entering the 
test room? Why do the working rates 
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‘ numbers 2 and 4 continue to rise 
> Op ix =4 more abruptly than the rest, and then 
«ddenly drop in 1930? And finally 
why does No. 4 become so singularly 
‘reguiar in 1931? These and many 
other questions are prompted by this 
diagram. 

The data collected during the course 
{ this experiment can be analyzed 
from several points of view. 

In the first place, we get a very 
interesting insight into the technique 
{this particular repetitive work. 

Thus, by analyzing the relay-by- 
relay speeds of assembly for any one oper- 
ator, it can be shown that the number 
and the extent of her deviations from her 
own mean speed obey a definite law. 
These deviations are just those that 
might be expected to arise from the 
thousand and one small causes we call 
“chance”; they do not arise from the 
influence of either one of two major 
. disturbing causes. Moreover, these 
2 0p.4x- chance variations refer, for the most 
part, to the operators themselves, 
rather than to any variation in the 











Figure 2 shows a frequency curve for 
operator No. 2, and the shape of this 
curve, a close approach to a _ log- 
probability curve, is evidence of the 
“chance” nature of the scatter in 
speed of assembly. 

But this curve takes no account of 
the order in which these various speeds 
ol assembly occur. It is possible that, 


although the frequencies of the various 
i. 





Tr: speeds are random, they may, never- 
$zo, theless, occur in some particular order. 
eg The actual order in which the various 
885 speeds of assembly occur has been 
ons examined for a number of separate 
ED -_ “ume spans of an hour or so; and in the 


case of each operator it is found that, 
apart trom an occasional slow trend, 
‘le arrangement of fast and slow 
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assemblies is just what might be ex- 
pected from chance. 

Again, it is interesting to find that 
when an operator takes an abnormally 
long time to assemble a relay, owing 
perhaps to some blunder or accident, 
this in no way affects the probable 
speed of her next assembly. Exactly 
the same thing can be said of ex- 
ceptionally fast assemblies. 

All this presents a picture of opera- 
tors working well within themselves 


7 


Operator No2- Relay Type R 1316 
19 days in June, July, Aug, 1928 ~~ 
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Per Cent of Total Output 


—_ 
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Seconds 
Figure 2. Frequency Curve. 


and in accordance with their natural 
gait or swing. ‘The effect of working 
above or below a natural rhythm is 
to upset the random frequency of varia- 
tions, and also to upset the random 
ordering of these frequencies. 

Again, it can be shown that the 
actual rate of physical movement of 
any given operator is about the same 
whether she completes a relay in 40 or 
in 80 seconds; that is, whether she 
works fast or slowly. 

Thus, in 1930 the operators were 
assembling relays faster than in 1927, 
but their physical movements were 
about equally rapid on the two occa- 
sions. Fast work occurs when the 
operator has acted with great skill, and 
thereby has diminished the number of 
small discriminative finger movements. 
In the case of slow work the number of 
discriminative actions has been in- 
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creased by their inferior adaptation 
to the exact circumstances of the case. 

In this particular occupation, rate of 
output seems to be connected with 
the operators’ attention, rather than 
with their actual speed of movement. 

It was the increased quality of their 
attention which enabled these already 
skilled operators to increase their rate 
of output after entering the test room. 
But plenty of evidence shows that this 
improved work must be ascribed to 
some general change of attitude, some 
heightening of their work interest, 
rather than to anything in the nature 
of increased determination, or will 
power. 

The fact is, although these operators 
were interested in their output, they 
were never forcing themselves over the 
course, above their natural inclina- 
tions. What changed was precisely 
the measure of their natural inclinations. 


Physical Circumstances Affecting Work 


Now what were the main factors 
influencing the work behavior of this 
group? We saw in the first figure that 
the output rate of these operators was 
subject to a number of changes, some- 
times downwards, but mainly up. 

If changes in the circumstances of 
these operators can be shown to be 
coinciding, or correlating, with changes 
in their work behavior, then it is a fair 
presumption that these circumstances 
were important to their motivation. 
Conversely, if changes in some par- 
ticular circumstance are not found to 
correlate with changes of output rate, 
then, within limits, this circumstance 
is not a factor in motivation. 

First, a number of physical circum- 
stances were carefully examined to 
determine how far their variation 
affected output rate. 
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Here is a list of the physical factos; 
considered: 

(1) Changes in the length of the 
working day. 

(2) Changes in the number of work. 
ing days in the week. 

(3) Working days with and withoy 
rest pauses. 

(4) Frequency of changes in type 
of relay to be assembled. es 

(5) Changes in the quality of the 
parts supplied. 

(6) The number of hours during 
which the operators were in bed on the 
previous night. 

(7) The effect of vacations and 
holidays, both in anticipation and in 
retrospect. 

(8) The periodic illnesses of the 
workers. 

(9) The daily, weekly, and annual 
cycles. 

(10) Changes of temperature and o! 
relative humidity. 

We have very adequate data on all 
these physical factors, in many cases 
stretching over the whole five years. 
And we have examined these factors 
see whether they account for changes 
in output rate. 

The answer appears to be much the 
same in every single case. ‘The output 
was never affected much, and often 
not at all, by any change we can find 
in physical circumstance. This 
rather a surprising result, and | wil 
give some of the findings in more 
detail. 

Hours of Work.—The hours of daily 
work, and the number of working cay’ 
in the week, were varied on several 
occasions. Each arrangement laste 
for a number of weeks, and often ‘0! 
several months. The hours wor 
per week varied from 48 down to abou! 
30. The number of days worked pet 
week varied from 6 to 4. 
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On only one single occasion could the 
Jightest influence on the output rate 
be seen. Once, when the hours were 
put to the maximum and all rest pauses 
were eliminated, a downward dent 
appears in the general trend of the 
curves, September and October, 1928. 
The output rate, even then, showed no 
sions of descending to the groups’ 
original rate after entering the test 
room, although the conditions were 
identical on the two occasions. 

Apart from this, these changes did 
not influence output rate. 

Changes in Type of Relay.—Now let 
us consider the frequency of changes 
in type of relay. 

I have been writing as though the 
operators assembled only one type of 
relay throughout the whole experiment. 
But this is not so. Each operator 
assembled over 150 different types of 
relay between 1927 and 1932. Some 
of these types are almost indistinguish- 
able from each other; others differ 
widely. The diagram of output rate, 
as was shown earlier, was arranged to 
compensate for these differences. All 
output has been converted to a stand- 
ard type, and so the varying difficulty 
of the different relays does not affect 
the character of the output diagrams. 
Nevertheless, it is entirely possible that 
the fact of changing from one type to 
another should affect output rate. 

The number of times that any given 
operator changed relay type per week 
is a very variable figure. Sometimes 
they continued the same type for weeks 
together, whilst at other times they may 
change type § or 10 times week after 
week. For two years No. § averaged 
something like 20 changes of type per 
week, the weekly figure varying from 
under 10 to over 40. 

_ Nevertheless, the variation in the 
'requency of these changes completely 
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fails to correlate with changes in output 
rate. 

Another study was made to see 
whether the output rate during the 
first hour, immediately after changing 
type, differed from the output rate on 
the same type during the succeeding 
day. This test could only be made on 
types that ran for at least two days, 
but this was quite a common event. 

The answer is that the output rate, 
during the first hour of a changed type, 
was not distinguishable from the rate on 
the next day. 

So no disturbance due to change of 
type can be detected, in spite of the 
fact that each type demands its own 
particular pattern of behavior. The 
parts are different, and are assembled 
in a new order, and in different quan- 
tities. This is a surprising result but 
is well authenticated. 

Vacations and  Holidays.—What 
effect do these have on output rate? 
The rate of work tends to be a trifle 
lower during Christmas week, perhaps 
1% or 2%onthe average. This is not 
always noticeable; and neither the 
single day holidays nor the two weeks’ 
summer vacation have the slightest 
effect on output rate. 

Daily and Weekly Cycles.—The story 
is much the same whatever change in 
physical circumstance we consider. 

For instance, take some of the 
cyclical changes of circumstance. The 
daily cycle is a good example. 

Figure 3 shows a cumulative output 
curve for operator No. 2 for a given day. 
The working day is divided into four 
nearly equal parts by two rest pauses, 
one from 9:30 to 9:45 A. M. and the 
other from 2:30 to 2:40 P. M., and 
finally by the lunch interval, 12:00 
noon to 12:45 P. M. Each quarter 
of the day has been plotted from a 
common base to save paper, and the 
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method of plotting is as follows: every 
dot corresponds to one relay assembled 
and is plotted a standard distance 
above the dot below it. Thus, the 
vertical distances between successive 
dots are all equal. The horizontal 
distances between successive dots are 
variable and depend on the time taken 
to make the various relays. The hori- 
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characteristic of this diagram js the 
comparative absence of the influence 
of the daily cycle on output rate. This 
is quite typical. 

The same sort of thing applies to the 
weekly cycle. Typically, the first ang 
last days of the week carry the lowes; 
output rates; and this applies whether 
a six-, ‘five-, or a four-day week js 
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zontal time scale, in seconds, is given 
at the bottom of the figure. Thus, if 
all the relays take about the same aver- 
age time to assemble throughout a 
quarter day, then the line will be sub- 
stantially straight; and the line will be 
more nearly vertical the faster is the 
average rate of work. 

This is a very typical working day. 
Perhaps there is a slight warming up 
period at the beginning of the day; it is 
very slight. The most noticeable fea- 
ture is a comparatively poor output 
for the first half of the afternoon, with 
a complete recovery after the 2:30 rest 
pause. ‘There is nothing corresponding 
to an end spurt; and the outstanding 
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being worked. But the difference in 
rate is very small and is by no means 
an invariable feature. 

Again no seasonal fluctuation in 
output rate can be found. 

Temperature and Humidity.—The 
last physical factors I shall consider 
are temperature and humidity. 

First, the room temperature and 
humidity have been analyzed in 
number of different ways. Thus, the 
average temperature for the working 
hours entirely fails to correlate with 
the amount by which the output rate 
for that day stands above or below the 
average rate for the period. ‘The same 
applies to relative humidity. 
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This applies not only to temperature 
-nd humidity, but also to the two taken 
-» combination. Thus, output was 
; +t affected by the simultaneous event 
fa very hot and a very humid day. 

If we e xamine the data, not on a day- 
by-day basis, but on a weekly average, 

he same story holds good. Spells of 
humid, or of hot, weather have no more 
efect on output rate than do single 

t or damp days. 

The analysis of the outside, as dis- 
tinct from the room, temperatures and 
humidities leads to exactly the same 


I+ 
result. 


Temperature and humidity, whether 

the room or outside, have no effect 

n output rate in the case of this group. 

Effect of Physical Factors.—I 
innot devote any more time to de- 
scribing the effect of changes in physical 
factors on Output rate. But the find- 
ings are uniformly negative, or at least 
very slight. And this again leaves us 
with the picture of a group working 
well within their physiological limits; 
with a margin, or reserve, from which 
they can draw to meet the common 
tun of difficulties and daily ups and 
downs. It is in virtue of this physio- 
gical reserve that they compensate 
for these very significant changes in 
their physical circumstance. Of 
course, the work is of a light repetitive 
haracter, but we must not forget 
that these particular operators reached 
a level of output which easily exceeded 

iat of the regular shop. 

“Whew operators compensated for 
changes in physical circumstance, such, 
ior instance, as a changed relay type; 

it not with the result of holding their 

itput rate constant. On the con- 
cali, as the first figure shows, their 
rate of work was continually changing, 
doth week by week and in longer 
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Nevertheless, this ceaseless change 
in output rate is not dictated by change 
of physical circumstance. 

We face two major problems. 

Why are the precise details of physi- 
cal circumstance so unimportant to 
these operators? And, what are the 
important elements in the motivation 
of this group? Perhaps these two 
questions will admit of a common 
answer. 


Work of Two Operators Compared 


If we glance back at Figure 1 and look 
at the graphs for operators 2 and 4, 
certain similarities will become ap- 
parent. In both cases the rate of work 
rises unevenly until about December, 
1930, when, in the case of both op- 
erators, the output suddenly drops. 
No. 2 suffers only a moderate drop in 
speed and continues on the same 
average level for the next twelve 
months or so. No. 4 drops more 
dramatically and continues to fall 
slowly for the next year; moreover, 
the irregularity of her weekly graph 
becomes very pronounced throughout 
this latter period. 

Figure 4 contrasts these twooperators 
in another way. In the middle graph 
the output rate graphs for operators 2 
and 4 have been copied from Figure 1 
without any alteration. When the line 
for 2 lies above that for 4, the space 
between the lines has been filled up; 
in the reverse case it is left blank. In 
this way the comparative rates of work 
of these two operators can be easily 
compared. The difference between 
their rates is plotted in the top graph 
for greater convenience. 

You will see from this diagram that 
No. 2 is a slightly faster worker than 
No. 4, but the difference, for the most 
part, is not very great. On occasion 
their speeds became almost identical. 
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This is shown very clearly in the top 


1 
rant 


aph. 
Now look at the bottom graph; this 
hows the degree of correlation existing 
between the daily output rates of the 
-wo operators from time to time. The 
scale on the left hand side is called the 
“Coefficient of Determination.” “ De- 
rmination” is the technical name 
sven to a particular method of cal- 
~ylating correlations; it has advantages 
which need not concern us here. You 
will notice that near the end of 1930 
the correlation between the daily out- 
out rates of the two operators is nearly 
serfect. This does not imply that 
their rates are identical, though this 
happens to be the case. What a per- 
fect correlation does mean is that the 
rates of the two operators are moving 
together, so that if one rises the other 
will rise in the same proportion, and 
vice versa; they rise and fall together. 
lt is important to the argument to 
remember that these correlations are 
telling us nothing about the absolute 
speeds of the two operators, which may 
be very different. Nevertheless, in this 
fparticular instance, whenever the 
speeds of the two operators tend to 
coincide, then the correlation between 
their variations of speeds also rises, and 
vice versa. There is nothing in the 
mathematical procedure to make this 
probable, and it does not occur between 
any other pair of operators. 


Characters and Social Relationships of 
Workers 


To interpret this we must know 
something about the characters of the 
perators and their social relationships. 
No. 2 was very definitely the leader 
the group, partly because she was 

¢ lastest worker, but also in virtue of 
er character. Of Italian extraction, 
nd in her late twenties, No. 2 is the 


ablest of the group. She possesses, 
in a high degree, those personal quali- 
ties which mark out a woman as a social 
leader: quick-witted, ambitious, deci- 
sive, a sense of responsibility, and a 
ready temper. Owing to the death of 
her mother, No. 2, in effect, ran her 
father’s household; and, by her earn- 
ings, materially contributed to the 
upkeep and education of her younger 
brothers. 

Operator No. 4, of Polish origin, is 
one of a fairly large family, and she 
lived with her parents in a Polish dis- 
trict in Chicago. The family are hard 
workers, frugal and _ self-respecting. 
The seven children received a more 
than average good education, one 
brother graduating from college. No. 
4 is intelligent, independent, even tem- 
pered, and hard working. She formed 
a friendship with No. 2 in the early 
days of this experiment, and _ this 
friendship continued unbroken through- 
out these five years. Without having 
outstanding capacities of personal 
leadership, No. 4 was normally ambi- 
tious, and at times undoubtedly 
regarded herself as a rival to No. 2 as 
a group leader. 

Two very different social attitudes 
are illustrated by the relationships of 
the various operators. On the one 
hand, there is the friendship, or interest, 
which one operator had in another as 
an individual. ‘This is paralleled by 
the very usual friendships between two 
persons anywhere. ‘This sort of inter- 
est involved only two operators, usually 
sitting next to each other, and was not 
related to the group in any marked 
degree. 

Another social attitude involved the 
relations of an operator to the group as 
a whole. Thus, No. 3 was in some 
degree the “‘wag”’ of the party; her 
general conversation was directed to 
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producing a laugh, and sometimes at 
her expense. She featured herself in 
droll and unusual situations. No. 2 
was related to the group as its leader, a 
position admirably suited to her tem- 
perament and aspirations. 

No. 4 was related to No. 2 by mutual 
personal friendship. But she, No. 4, 
also saw in herself a possible leader of 
the group, and so had a group interest. 
In this capacity she found herself as a 
rival of No. 2. Here was a personal 
relation between 2 and 4 which de- 
pended for its existence on a mutual 
group consciousness, in which both 
operators desired che same unique posi- 
tion. The result we see in_ these 
diagrams. 

Although 2 and 4 were not sitting 
together, No. 4 makes a bid for leader- 
ship in 1929. ‘This she does by trying 
to exceed the rate of work set by No. 2; 
No. 2 keeps just ahead, step by step. 
You will also notice that their daily 
fluctuations of output rate correlate toa 


At the end 


very significant degree. 
of the year No. 4 abandons the struggle, 
or at least slackens in her efforts, and 


falls below No. 2. The correlation 
between their daily output also sinks, 
and this rivalry might perhaps have 
faded away. But early in 1930, for 
experimental reasons, the operators 
were all allotted different seats, and 
No. 4 finds herself sitting next to No. 2. 
No. 4 is again conscious of her status as 
subordinate to No. 2, and she makes 
another effort to capture the leading 
position. The result is plain; 4 steadily 
increases her rate; and 2, by a very 
narrow margin, maintains leadership. 
Again their output rates step up in 
almost perfect synchronism, until 
towards the end of 1930 they are both 
working at record speed. But a note 
of strain begins to creep into the 
picture. Throughout these last weeks 
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both their Monday output rates are 
15% to 20% below the average rate of 
the succeeding days. It is as though 
both operators agreed to call the race 
off every Monday, although I thin} 
the mechanism is more unconscious. 
This symptom was not marked in the 
struggle of 1929. Finally, No. 4 again 
accepts defeat and her rate broke 
dramatically. No. 2 also drops he; 
rate, but not so much, and she regains 
a substantial lead over No. 4. Simul 
taneously, the correlation of daily rates 
of output sinks to zero, and the abnor. 
mally low Monday rate disappears, 
Shortly afterwards the operators return 
to their old seats. 

The next year is one of undisputed 
leadership for No. 2, and her output 
rate remains substantially constant 
over this period. No. 4, on the con- 
trary, shows some very characteristic 
symptoms; her output rate continues 
to fall slowly and, in addition, her 
weekly output becomes unusually 
irregular. 

Some work done by Elton Mayo, 
when investigating a cotton mill, and 
another experiment at Hawthorne, both 
lead to the conclusion that abnormal 
irregularity is often produced by what 
may be described as “unpleasantly 
toned preoccupations,” a condition of 
‘“‘semicompulsive reverie,” ‘‘ brooding.” 

At the beginning of 1932, for a brie! 
period No. 4 makes one last effort to 
lead the group, and the same symptoms 
reappear. 

The relations of 2 with 4 form a very 
complete contrast to those of 2 and |. 

No. 1 is a fast worker and has 4 
pleasant relationship with her neighbor, 
No. 2. On occasions No. 1 works 
practically as fast as No. 2. On other 
occasions the daily fluctuations of out- 
put rate of these two operators show é 
high correlation. But, and this is the 
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rint, the periods when their output 
-ates fluctuate in unison are not the 
me periods as those in which their 
speeds are nearly identical. 

No. 1 always accepts No. 2 as her 
leader and is happy in this situation. 
She often follows No. 2 in her daily 
@uctuations quite irrespective of 
whether their outputs are nearly equal 


Sa 


or not. 

In a general way the curve for No. 1 
‘sq sort of imitation of that for No. 2 
For No. I is more dependent on 
No.2 than vice versa. It can be shown 
that in a number of ways their work 
behavior varies together. 

To a less extent No. 3 has the same 
relationship to No. 4, as No. 1 has 

) No. 2. No. 3 is no rival and to a 
creat extent leads an independent ex- 
istence, but her behavior shows un- 
mistakably the influence of No. 4. 
Thus, she alone slightly decreases her 
rate in 1931, in sympathy with the more 
pronounced decline of No. 4. 

In the case of both 1 and 3, their 
correlations with their respective 
friends’ outputs practically ceased when 
thes were separated in 1930. These 
correlations revive when the operators 
return to their old seats in 1931. 

Space does not enable me to develop 
a number of other ways in which these 
perators affect each other’s outputs, 
but this mutual influence is very far 


reaching, and shows itself in a surpris- 


ing variety of forms. 


Mental Attitude and Human 
Relationships 


wo major generalizations apply to 
e behavior of this group of workers 
from 192 7 to 1932. 

In the first place, significant changes 


in work behavior can almost always be 
raced to changes in mental attitude, 





THE INDUSTRIAL WORKER 469 


rather than to changes in physical 
circumstance. 

Secondly, these changes of mental 
attitude usually, though not always, 
relate themselves to the workers’ hu- 
man relationships, either as between 
themselves, or as between the workers 
and the management. 

And this suggests a rather obvious, 
but very important, truth; namely, 
where operators are working well within 
their physiological possibilities, their 
work behavior will be conditioned by 
their work morale. That is, their 
behavior will depend on the force and 
the liveliness with which the work 
situation captures their imagination, 
and tones their thoughts. 

I have tried to show you that the 
element of human relationship is a 
very large part of the work situation 
to the worker himself. 


Financial Incentive 


The financial incentive ought to be 
given its place in the scheme of motives. 
If the firm had not paid wages, no 
relays would have been assembled. 
Moreover, it is well known that, of 
various alternative payment systems, 
some encourage better work than 
others. But even here, the occasional 
failure of a well-tried system of pay- 
meat warns every experienced executive 
that wages are a necessary, but not a 
sufficient, condition of good work. 

Let us turn once again to Figure I. 
All these operators are paid on the same 
system of group piece work. But, of 
course, their pay has not the same 
significance for the different individuals. 
I have told you something about the 
home life of No. 2. She earned more 
than her father, the only other wage 
earner in the family, and was the main 
support of the home. This operator 
accepted the double rdle of foster 
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mother and chief wage earner for the 
younger family, and her wages pro- 
vided the material framework of this 
situation. Consequently, we find that 
her conversation with the group is 
continually reverting to the desirability 
of achieving high outputs. Her own 
output starts on a high level and rises 
until near the end of 1930. She main- 
tains a high output from then on. 
Moreover, No. 2 influences others in 
the same direction, notably her friends 
Nos. 1 and 4. 

At the opposite end of the scale 
stands No. 3. Of Polish extraction, 
she entered the test room at the ap- 
proximate age of 21, and lived at home 
with a taciturn father, a dominating 
mother, and a large family of brothers 
and sisters. ‘The family was impecuni- 
ous and the atmosphere was one of 
hardship. No. 3 handed her weekly 
pay check over to her mother and was 
given a very small weekly allowance. 
Moreover, since she held no responsible 
place in the family councils, the ex- 
penditure of her money had no signifi- 
cance for No. 3. It is as though No. 3 
came to work, not for pay which she 
never spent, but because her mother 
sent her. The financial incentive was 
largely lacking. You will notice that 
her output rate ceases to rise much 
after the middle of 1928, and pursues a 
nearly even course from then until the 
end. 

In this contrast we see the function 
of the financial incentive working ac- 
cording to theory. 


Effect of Depression on Output 


During the last year of this group’s 
work in the test room the depression 
was at its height, and the whole firm 


was working short hours. At the same 
time other wage earners in these 
operators’ families were losing their 
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jobs, or accepting reductions jn pay, 
The financial incentive rises, but no 
corresponding rise in output fate 
occurs. 

Finally, the situation becomes acute 
about May, 1932. Several of the 
operators are in financial straits—No, ; 
is struggling, against a difficult financial] 
situation, to hold her home together, 
To cap all, the group learns that, a; 
young employees with only a few years’ 
service, their turn has come to leave the 
firm. The axe has at last reached 
them, and they are given a few weeks’ 
notice; but when they leave they will 
be paid a lump sum over and above 
their wages. As always, the firm js 
doing well by its workers; and nothing 
is more revealing than the steady belief 
in the humanity of the firm’s policie: 
on the part of all its employees. 

Nevertheless, something not far short 
of semistarvation, or charity, faces 
several of this group. But a few weeks’ 
employment are still left; and a deter- 
mined effort to raise output rate would 
do something to ease their situation. 
The actual fact is that output rate fell 
violently throughout these last few 
weeks. 

The financial incentive has 
exactly when it is most compelling. 

Like the rest of us, the employee has 
a logical reason for her actions; she 
consents to assemble relays day after 
day in return for pay; and, since the 
pay is graded according to the work 
accomplished, she desires to work faster 
and earn more. | 

This is the logical thread whic 
guides and organizes the workers’ tota 
situation, but it is not the whole story. 
We all know the difficulty of a long 
continued effort against the grail. 
and long hauls are only accomplished i1 
virtue of an immediate sense of tt 
importance of the experience. [hv 
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No. 2 needs the money but finds her 
motivation in arace with No. 4. Inthe 
end the operators face real poverty, but 
the social situation 1s evaporating; it 
has no meaning and output goes down. 
\s No. 2 explained to me, “We lost 


ur pride.” 
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Once again action is organized on a 
logical basis, but this does not provide 
its motivation. Work is finally per- 
formed because here and now the 
situation satisfies the need for self- 
expression; because it provides an 
acceptable way of life. 











INDUSTRIAL WORKING CAPITAL DURING 
BUSINESS RECESSION’ 


By HARRY G. 


HE following record of the changes 
in the working capital position of 
leading industrial corporations in 
the United States during the recent 
period of business recession tells more 
clearly and precisely than many generali- 
ties the financial strength of our largest 
business units outside of the public 
service and financial institutions.” As 
gruelling as the steady declines in 
Taste I. 


GUTHMANN 

sulted from the more rapid decline of 
1920-21. ‘The strength revealed in the 
figures presented here is probably not 
representative of the condition of smal! 
and medium-sized business units among 
which mortality has been high. 


Working Capital Items 


The main story is given in Table ] 
which shows the chief working capital 


Workinc Capitat Position or LEADING INpuUSTRIAL CORPORATIONS IN THE UNITED 


STATES, 1926 AND 1929-1932 
(In millions of dollars) 





1926 


Chief 
| Changes 
1929-32 


> 





Current Assets 
Cash... 
Marketable Securities 
Receivables 
Inventories 
Miscellaneous Current Assets 














1,982 | | 
, 224 
, 063 | 
,656 
160 


»854 | 
»351 | 
1355 | 
,052 


129 | 








Total Current Assets. - 
Current Liabilities 
Accounts Payable 
Notes Payable.... 5 
Miscellaneous Current Debt 


201 
636 


,741 | 10,085 9,059 
, 168 


397 
788 


964 
211 
624 


242 





Total Current Liabilities 


1,960 


,263 | 1,799 1,420 





Working Capital 
Current Ratio 





7,177 
4.7 


8,286 
5.6 


,478 
4-7 


7,639 
6.4 

















business volume and prices have been, 
they have not produced the failures 
among large industrials such as re- 


1The writer is indebted to Harry A. Mitchell, 
L. W. Bredehoft, and Weldon Stein for assistance in 
preparing and checking the data for this study. 

2 The term “industrial” is used here in the broad 
sense, common in financial circles to include mer- 
chandising and extractive, as well as manufacturing, 
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corporations. 
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items for 191 leading industrials in th 
years 1926, 1929, 1930, 1931, and 1932. 
These companies were selected on the 
basis of size (total assets) in order to 
picture as large a business sector as 
possible with a minimum of statistical 
effort. The years 1929 to 1932, iM 
clusive, represent the period of general 
business decline. By the end of 1933 
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-onrovement had appeared in most 
ines of business. Furthermore, at the 
ime of writing, complete data for these 
companies for that year are not yet 
wyailable. By presenting 1926 ma- 
some idea of pre-depression 
vendencies in the 1926 to 1929 interval 
'; obtained for a period equal to that 
between 1929 and 1932. 

In the three years between 1926 and 
1929 the working capital grew 18% asa 
result of retained profits, new financing, 
and occasional merger.* A _ generally 
strong position is indicated by (a) the 
current ratios of 4.7 in each year, (b) 
the large proportion of cash and 
marketable securities, and (c) the small 
amount of notes payable, which gen- 
erally indicate bank borrowing.‘ Al- 
though the current ratio remained 
constant in this interval, the cash and 
marketable securities increased 24% 
while the inventories and receivables 
rose but 15%, so that liquidity was 
somewhat greater in the latter year. 

During the business recession from 
1929 to 1932 the working capital 
hrank, as might be expected. The 
decrease, however, was but 20%, and, 
since current debts shrank more rapidly 
than current assets, the current ratio 
actually rose from 4.7 to 6.4. Further- 
more, the reduction in cash and in the 
equivalent marketable securities was 
slight, only 5%, as against a decline of 
40% in receivables and 31% in in- 
ventories, so that liquidity was greatly 


terial, 


Whenever a merger occurred in the interval 
‘ied, the figures for the merged companies when 
available were combined in the earlier years on the 
‘sumption that the comparability of the data was 
increased. As a result, the influence of 
ers upon the figures is minor. Some 191 leading 
porations were included in this study. 
‘In some few cases, the balance sheet showed 
rketable securities or call loans added to the cash, 
wed notes payable combined with accounts 


Payadle. The resulting misclassification is not 


eved to be substantial. 


increased. To put the same matter a 
little differently, cash and equivalent 
were 30% of current assets in 1929; 
38% in 1932. 

Since the details for all of the several 
industrial groups would require more 
space than it is possible to devote to 
the subject here, an abbreviated picture 


Cuart I. Worxinc Capita Position or Leap- 
ING INDUSTRIAL CoRPORATIONS. 
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is provided in Tables II and III. The 
former shows the current ratios for 
several industries; the latter is a table 
of index numbers of working capital, 
the 1929 total for each industry being 
taken as the base (equal to 100) for that 
industry. 

The general impression of increasing 
liquidity given by the total figures 
shown in Table I appears to be sub- 
stantially true for the several industries, 
save for the two metal groups, both of 
which show lower ratios in 1932 than 
in 1929. The copper and the motion 
pictures groups are the only two cases 
falling below the conventional mini- 
mum ratio of two-to-one. The bulk 
of the current debt of the copper group, 
71 out of the 86 million dollar total, is 
in the form of notes payable, presum- 
ably bank loans. 

Table III tells of the relative impor- 
tance of the several industries in the 
total figures and of the varied effects 
of the depression upon the various lines. 
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As for relative importance, only the oil 
industry bulks so large as to suggest an 
extreme influence upon total figures. 
However, there is so little relative 
difference between the total working 
capital proportions of the oil companies 
and of the other groups, that were the 
former removed from the totals shown 

Table I, the current ratios would 
only be changed to 4.7 and 6.7 in 1929 
and 1932, respectively, instead of the 
4.7 and 6.4 reported. 


Taste lI. Current Ratios By CLasses oF LEADING 


INDUSTRIAL CORPORATIONS, 1926 AND 1929-1932 





|1026 1929|1930 1931) 1932 





— —— 
ons os 


» tires 
ymobiles 
Bu il ding, ele 
Chemicals 


ite 
it 


Wont 
WoHo 


~ 


Seal. 
ns 
a om equipment 
Food pr »ducts—meats and | 

miscellaneous 
Food pro ducts —pac ‘kaged 
Houssh ‘ld products 
Leather and shoes | 
Machinery—agricultural.. 
Machinery—industrial | 
Metals—copper +1 4.6 

| § 
' 
} 
| 


is cobs 


>> Are | ernon 
non | 
sown 


30 00 | 


Metals—m iscellaneous 
Motion pictures 

Office and business equipment 
Oils—products and refining. 
Railway equipm ent 


PUD 
> oun 


‘Retail trade—grocery : 
Retail trade—miscellaneous 
Steel and iron 

Sugar products and refining 
Tobac co 


Textiles and apparel 


ses 


OCvoreleo 


| ee te ta ee oo 
Cownus 
ON HOD 
NOwmLD 


CuUnanw 
=. = =) 
wn 
~ 


QOL Sw 


= 
3 
N 
Ny 


4 y 
ay hhw JeEees| 


ww 


| 
| 
: 


36 .6139.8152. 


“wn 
> 


Medians 
First Quartiles | 
Third Quartiles | 
‘ 


on > 
wus 
onu 

= 

on O 

“= oo 

= 

nan 
awn on 


on un 
ant 
_won 





Factors Influencing the Decline 1n 
Working Capital 


As might be expected those industries 
most affected by declines in price 
and/or business volume and least able 
to guard against their effect through 
rapid turnover show major decreases. 
corporations with heavy in- 
ventories in fluctuating raw materials 
such as rubber, meats, ‘copper and 
textiles have suffered from inventory 


Thus, 
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write-offs; the heavy industries, such 
as building material, and steel and 
iron, suffered from losses due to the 
very low rate of operation. The gro- 
cery and tobacco groups are the only 
two to show an increase over 1929. 
The growth of the former can be 


Tasre III. Inpex Numpers or Inousreray 
Work1nG CaPiTAL: 1926, 1930, 1931, 1932. 
BasE 1929 = 100 





Amount 
(In 
millions 
of dol- 
lars) 


Indexes 


1926/ 1930/1931 





Auto parts.. 
Auto tires 
Automobiles............ 
Building, etc. 
Chemicals 
Coal. 
Containers 
Electrical equipment.. . 
Food products—meats 
and miscellaneous... .. 
Food products—packaged 
Household products 
eather and shoes....... 
Machinery—agricultural. 
Machinery— industrial. . . 
Metals—copper 
Metals—miscellaneous. . . 
Motion pictures......... 
Office and business equip- 
ment. . 
Oils—products and re- } 
fining... : 84) 
Railway equipment 110 
Retail trade—grocery.... 63] 
Retail trade—miscella- 
neous.... Sb nedawws 64) 
Steel and iron.... ‘ 91) 
 ~ products and re- 





i ‘a 
81) 
Textiles and apparel.... Le 


Total and Averages.... R 85) 





Whalesale price index’... 100 104] 





Pr ake loa ea ” a 
explained by rapid turnover and rela- 
tively steady volume; that of the latter 
by steady volume and price stability 
through trade-marks. Were the cost 
of raw material a more significant! 
factor in the pricing of cigarettes, 
tobacco companies’ working capita! 
would probably have been more 
fected by inventory price fluctuations. 
for considerable stocks are carrie 
In some cases, then, the price declines 
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nave been large for products handled 
by a particular group, but rapid turn- 
usually characteristic of mer- 
handising rather than manufacturing, 
ad the protection of a quasi-monopoly 
‘tion because of trade-mark have 
oparently prevented large operating 
' sses which would reduce working 
capital. In such cases receivables and 
‘sventories would decline in propor- 
sion to the price level, but the cash and 
securities would grow correspondingly. 
Other factors than operating losses 
and the payment of unearned interest 
snd dividends might diminish working 
capital during this period, although 
: seems likely that these would be 
the two major explanations. Working 
capital might have been used to ex- 
pand fixed assets or to retire outstand- 
ing securities. Since fixed asset pur- 
chases are made with caution during 
depression, the former possibility seems 
not likely to be of much importance, 
although, owing to the difficulties of 
financing during a disturbed period, 
such purchases as were made would 
generally have to be paid for by funds 
already in the business. Observation 
would indicate that a _ considerable 
amount of industrial securities, particu- 
rly bonds and preferred stocks have 
been retired during the period under 


over, 


‘During depression and general business pessimism 
ught be expected that depreciation allowances 
would be ade quate to cover most fixed asset purchases. 
arently the bulk of such purchases were so “fi- 
nced” without much drain on working capital dur- 
ing 1929-1932. See A. H. Winckor, “‘ Maintenance of 
Norking Capital of Industrial Corporations by Con- 
ver f Fixed Assets,”’ Bulletin No. 49 of Univer- 
sity of ‘li i0is Bureau of Business Research, especially 
es 20-29 (1934). “Conversion” is used here 
n the sense of conversion through deprecia- 
The depreciation allowance represents a cost 
lustry which entails no immediate spending 
‘cash and, in the absence of replacements of the 
“epreciated property, the result is a growth in working 
pital at the expense of a decrease in the book value 

i the depreciating asset. 








study, but in the absence of exact 
figures, the relative importance of this 
factor in relation to the working capital 
cannot be stated. 


New Financing for Plant or Refunding 
Purposes 


The large amount of cash and mar- 
ketable securities shown explains why 
large-scale financing by major indus- 
trial corporations for working capital 
purposes is not to be expected during 
the first stages of recovery. Any new 
financing is likely to be for plant or 
refunding purposes. Sufficient funds 
are already available in most lines of 
business to finance the expansion of 
inventories and receivables. The proc- 
ess of converting such funds has already 
begun if first reports of 1933 are any 
fair sample. The combined working 
capital and inventory figures for fifty 
industrial corporations are shown in 


Table IV. 


Taste IV. Inventory AND WorkinG CapiTAL 
CHANGES: 1929, 1932, 1933* 
(In millions of dollars) 





1932-1933 
1929 | 1932/1933! % of 
Change 





Working Capital. .|3,741/3,080|3, 101] -+ 0.6 
Inventories....... 2,275|1,55011,775| +14.5 

















* Paine, Webber & Co., “‘ Monthly Review."’ (March 24, 
1934.) 

In view of the common use of the 
“lower of cost-or-market” value in 
valuing inventory and the factor of 
rising prices during the later months 
of 1933, the above figures probably 
understate the market value of inven- 
tory in the last of the three years 
shown. During the period of declining 
prices in the immediately preceding 
years, 1929-1932, inventories were 
probably shown at market value in 
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most cases under the common valua- 
tion rule given above and so reflected 
fully the change in market conditions 
which had taken place during the 
preceding year. 

Assuming that the business improve- 
ment continues and the price level 
rises, the adequacy of existing working 
capital will depend largely upon whether 
net profit margins are adequate to 
permit the replacement of inventory 
at higher prices. Or, to put the matter 
in economic terms, the adequacy of 
working capital will depend upon 
whether profits are nominal or real. 
The danger that nominal profits will 
be mistaken for real profits and dis- 
tributed as dividends is present. Such 
a process would create a financing 
problem and such financing would 
be of the stuff upon which inflation 
feeds. Between December, 1932, and 
December, 1933, the Bureau of Labor 
index of wholesale prices rose from 
62.6 to 70.8, or 13%. ‘This increase 
is almost the same as the dollar 
increase shown in Table IV for in- 
The nominal stability in 
working capital would represent a 
loss in purchasing power, just the 
opposite of the condition shown for 
the years 1929-1932 in Table I. 

In order to make the point more 
vivid the possible effect of this process 
might be illustrated by applying cer- 
tain assumptions to the combined fig- 
ures for 1932 shown in Table I. If 
it were assumed that both inventories 
and receivables were increased by a 


ventories. 


percentage equal to the 13% rise in 


the price index for 1933 and this 
expansion were financed solely by the 
sale of marketable securities, the results 
would appear as in Table V. The 
total increase in the stock of merchan- 
dise and customers’ receivables of $636 


million would reduce the marketable 
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securities by slightly more than org. 
half, actually 53%. 
Taste V. Porentiat Errect or Risine Prices oN 


InpusTRIAL WorkING CapITAL Position 
(In millions of dollars) 





ae 
Result of 


Current Assets . 
Expansion 


1932 








icin sso 55 aa colin ce 
Marketable Securities 
PROCHIVODIES. 6 oon cess cack 
Inventories.............. 
Miscellaneous Current As- 


1,859 1,859 
1,192 556 
1,421 1 606 
35473 3,924 


97 97 


ee 


Total Current Assets 8,042 8,042 


Total Current Liabilities. ..| 1,264 1, 264 


Working Capital 6,778 6,778 











In actual practice some of this 
“expansion,” which is ascribable to 
price change rather than to volume 
change, would be cared for by an 
expansion of current debt and some by 
the retention of apparent net profits, 
the latter serving to increase the work- 
ing capital figure. 

That this point has been recognized 
in some quarters is indicated by the 
following statement from the annual 
report of Swift & Company for 1933: 

Some of our products made profits due to 
rising inventory prices. While the prices 
of our products were lower on an average 
than in previous years, some products ad- 
vanced during the year, enabling us to earn 
a profit on part of the inventory. Properly 
speaking, such profits are capital gains 
rather than merchandise profits. 


In order to prevent such profits 
from being distributed, they were set 
up as a “Reserve for Inventory Price 
Declines” rather than as “Earned 
Surplus.” The phraseology employe 
here is unsatisfactory, for no reas 
is offered as to why a profit from rising 
inventory values is any less “‘earnec 
surplus” than a loss from inventory 
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depreciation is a charge against earned 
irplus. In previous years this com- 
pany did not refer to its inventory 
losses as capital losses. Only by refer- 
ence to the distinction between real 
and nominal profits based upon an 
appreciation of the deceptive effects 
f a changing price level, does the 
Swift & Company innovation take on 
rational meaning. 

Since the distinction between real 
and nominal profits is not generally 
recognized, rising prices may present 
an acute working-capital problem in 
some quarters especially among small 
and medium-sized merchandising con- 
cerns where arbitrary standards of 
mark-up might result in only “‘nomi- 
nal” profits being realized and in the 
“real” working capital being dimin- 
ished. Such smaller businesses would 
also be strongly tempted to attempt 
the disbursement of such profits as 
appear in their income account. ‘The 
conservative influence of lending com- 
mercial banks and of mercantile credit 
granters will exercise some restraint 
upon this tendency. If, however, the 
Federal Government makes direct loans 
}such business units, then “‘nominal”’ 
profits, the fruit of inflation, will make 


such disbursements possible and so 
tend to stimulate business. 

As for the larger industrial corpora- 
tions studied here, they are clearly in 
very strong position. ‘To the extent 
that the decline in their working capital 
has been slower than the fall in prices, 
they are actually wealthier in liquid 
assets. During the early stages of 
business recovery their need for addi- 
tional funds should be slight. They 
are very likely to meet requirements by 
disposing of marketable securities 
rather than by bank borrowing or 
selling securities. To the extent that 
banks absorb such sales, the effect will 
be reflected in their “Investments” 
rather than ‘‘Loans and Discounts,’ 
point to be kept in mind in the interpre- 
tation of bank statements as they 
reflect recovery. Much recent com- 
ment on the failure of the banks to 
expand their loans overlooks the in- 
direct credit which goes to industry 
through the purchase of marketable 
securities. These figures, then, should 
hold interest not only for the student 
of investment finance but also for 
those interested in the data which 
measure the changes which charac- 
terize the so-called business cycle. 
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SECURITY AFFILIATE VERSUS PRIVATE 
INVESTMENT BANKER—A STUDY IN 
SECURITY ORIGINATIONS 


By TERRIS MOORE 


HE security origination function 

of our country has recently been 

subjected to severe criticism, inves- 
tigation, and government restriction. 
This criticism was focussed especially 
upon a relatively new mechanism for 
the origination and distribution of 
securities, the security affiliates of com- 
mercial banks, and culminated in spe- 
cific legislative action—the Banking 
Act of 1933—by which commercial 
banks have been prohibited from en- 
gaging in the business of originating 
investment securities and offering them 
to the public. 


Out of the welter of controversial 


discussion of this action, of attacks on 
the security affiliates and defense of 
them as a legitimate and valuable part 
of our financial machinery, one signifi- 
cant question emerges, to which it is 
the purpose of this paper to find an 


answer in statistical terms. How have 
the securities, originated and distrib- 
uted by the security affiliates of com- 
mercial banks, actually compared in 
quality and success with those origi- 
nated by private investment banking 
houses? The net loss or gain to the 
investing public was chosen as the 
significant criterion of success of the 
two groups in the origination of new 
securities, and the acid test to which 
all securities have been subjected during 
the years of the recent economic depres- 
sion has furnished an excellent measur- 
ing stick with which to determine the 
degree of success achieved by a single 
security originating house, and also by 
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either of these two groups considered 
as a whole. To put the question jp 
more concrete form, how has the ip. 
vestor, who was seeking employment 
for his savings and who purchased 
securities exclusively from any one 
member of these two groups, fared dur- 
ing the past twelve years? 

It has been contended that securities 
originated by security affiliates can be 
expected to be of better average quality 
than those originated by private invest- 
ment banking houses, because the 
commercial bank, typically, enjoys a 
closer, more intimate relationship than 
does the private investment banking 
house with its corporation customers 
whose securities are to be floated. 
Therefore, it has been argued, the com- 
mercial bank should be better able to 
judge the financial condition of a corpo- 
ration whose securities are to be offered 
to the public. Against this possible 
advantage are set certain dangers, 
recently much discussed, inherent in 
the close association of commercial 
banking with the security origination 
function. These varying opinions it 
does not fall within the scope of this 
paper to discuss. The arguments on 
either side can be adequately tested 
only by an examination of the results— 
in other words, by an attempt to find an 
answer to our original question. If 
security affiliate is really a more effective 
medium than the private investment 
banking house for the origination of new 
securities, this should be apparent from 
the record of this group as set besice 
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Basis of the Study 


American Underwriting Houses and 
Their Issues records the name, amount, 
and price of practically all issues 
fered to the public by all American 
riginating and underwriting houses. 
This was the source of information for 
ur study for the years 1925-1932, 
inclusive, and from this source we have 
chosen the eight largest private invest- 
ment banking houses and the eight 
largest security affiliates of commercial 
banks. From 1921 to 1924, inclusive, 
this publication is not available, and 
for this period our source of informa- 
tion was Poor’s Cumulative Quarterly. 
Prices as of March 1, 1933, were drawn 
largely from the Bank Quotation Record 
and Supplement. When only “‘bid and 
ask” quotations were available, a value 
ne-third of the way up from “bid” 
and two-thirds of the way down from 
“ask” was assumed. 

Only the originating house was as- 
signed responsibility for the success or 
failure of an issue. Of course, all the 
houses of a syndicate group should bear 
some responsibility; but such complex 
interrelationships would be impossible 
to separate in a significant manner, 
and therefore it was deemed proper, for 
the purposes of this study, to place 
responsibility only upon the single 
riginating house. As a matter of fact, 
this is not really unfair, because it is 
more often the actual originating 
house itself which investigates the 
merits of a new issue and tenders it to 
the rest of the syndicate. 

The security issues, regardless of the 
year of their origination, were all 
evaluated as of the date March 1, 1933. 
(his date was chosen because of what 
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may prove to be its significant position 
in the business cycle, coming as it does 
immediately before the national bank- 
ing holiday. Moreover, by that time 
all securities had been subjected to the 
test of an additional seven months of 
the depression following the record 
panic low point of security averages 
in July, 1932. 

There are certain characteristics of 
our data which should be borne in mind. 
One is that there was a much larger 
number of private investment banking 
houses than of security affiliates en- 
gaged in the origination of new securi- 
ties during the period. ‘Therefore the 
eight largest private investment bank- 
ing firms represent a smaller proportion 
of the total number in their group in the 
industry than do the eight security 
affiliates of their group. It would have 
been interesting, but not, we feel, of 
pressing significance, had we included 
in our study all the issues originated 
by all investment houses during the 
twelve-year period, however small the 
houses and issues might have been. 
From simple visual inspection of the 
data made in compiling this study, we 
noticed that quite certainly the origi- 
nations of these smaller private invest- 
ment banking houses would have been 
poorer than those of the eight largest 
houses analyzed in our study. Also 
the security originations of the smaller 
commercial banks, as we can see from 
the relatively few cases available, would 
doubtless tend to be poorer than the 
eight largest in our study. In fact, 
there would be good reason to suppose 
that, had the commercial banks en- 
gaged in the security origination func- 
tion as actively as the private invest- 
ment bankers, the distribution of poor 
security originations among commercial 
banks would tend to follow quite closely 
the distribution history of bank fail- 
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ures—which have, as we know, been 
notoriously concentrated among the 
smaller banks. ‘Therefore we feel that, 
although not giving a perfectly com- 
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nated during the period were brought 
out by a host of small, less responsible 
houses not covered in our Study, and 
that the sort of securities which these 
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plete comparison, the elimination of the 
smaller and poorer houses from both 
the private investment banking group 
and the security affiliates group does 
leave the eight largest houses from each 
group representative, and hence ade- 
quate for comparative purposes. 

The securities included in our study, 
covering about $28 billion worth of 
securities (including approximately $4 
billion which matured), and over 2,500 
issues, appear to constitute between 
one-third and one-half of the total 
dollar volume, and perhaps one-tenth of 
the total number of issues brought out 
during this twelve-year period. 

The difference between the figures as 
calculated by “‘dollar volume” and as 
calculated by “‘number of issues” re- 
flects the fact that by far the greater 
number of issues of new securities origi- 
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houses issued were of very small size, 
practically always under $1 million and 
frequently under $100,000. Common 
stock issues of questionable character 
appear to have formed a much larger 
percentage of the originations of these 
smaller houses than of the sixteen large 


houses included in our study. 


Explanation of Tables 


Charts I, II and III are a graphic 
comparison of the success of the secur- 
ity issues originated by the eight private 
investment bankers, and the eight 
security affiliates, who in their respec- 
tive groups had originated the largest 
dollar volume of new securities during 
the twelve-year period 1921-1932, 1! 
clusive. It was, therefore, a purely 
objective choice. Each bond _ issue 
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-. Charts I and II was evaluated as of 
\farch I, 1933, and the percentage 
jecline or rise between its price at the 
ime of offering to the public and this 
jate was recorded. When this was 
-ompleted for all the issues brought out 
my the sixteen houses for the twelve- 
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classification was set up for those issues 
which had declined up to 10% in value; 
another for those declining 10% to 
30%; and others for those declining 
30% to 50%; 50% to 75%; those over 
75% but not in default; and those in 
default. This last included all those 
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year period, the bond issues were then 
classified and grouped according to 
their percentage decline or rise. 

One classification was made for all 
those issues which were selling at a 
higher price on March 1, 1933, than 

the time they were brought out. 
Another classification or group was 
made for those which were called for 
redemption and paid before their due 
date. Since the investor usually re- 
ceived a small premium in addition to 
the return of his investment with 
interest, it seemed appropriate to place 
the group of called issues between those 
which had risenin value and those which 
nad declined slightly. Still another 
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issues in default, partial default, mora- 
torium, or postponement of maturity 
date, and also those few defaulting 
issues whose coupon date happened to 
fall in April or early May instead of 
actually on March 1, 1933. 

The two different parallel columns for 
each house show the results obtained 
by calculating, in one column, the 
percentages of distribution by dollar 
volume and, in the other column, the 
percentage of number of issues of new 
securities brought out by the various 
houses falling into the same classifica- 
tions. ‘These were the two alternative 
and equally significant methods of 


computing the percentages. 
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The full amount of each issue origi- 
nated was, for simplification of the 
study, assumed outstanding on March 
I, 1933, the date of evaluation; no 
deduction being made for the amount of 
an issue retired by sinking fund opera- 
tions. It was felt that errors arising 
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to stockholders. These, rather thay 
market quotations, seemed to be the 
appropriate conditions upon which to 
base a comparison of values for shares 
of stock. 

It was found that of the 2,526 secur. 
ity issues (bond and stock) originated 
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from this source would tend to average 
themselves out during the course of 
the study. 

Preferred stock issues were classified 
somewhat differently, as indicated in 
Chart III. Four groups were set up, 
namely: (1) those which on March 1, 
1933, were still paying their dividends 
or any portion of them; (2) those which 
had been called for retirement and paid 
off; (3) those which had completely 
omitted their dividends; and (4) those 
stock issues of which the company was 
either in receivership, bankruptcy, or 
reorganization resulting in loss of equity 


bankrupt 
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by these sixteen houses during the past 
twelve years, only 238, or 9.5% were 
stock issues; of this 9.5%, 7.7% were 
preferred stock issues, while only 1.8% 
were common stock issues. Studies 
were carried through for both preferred 
and common stock issues, but it was 
felt that the number of figures on the 
common stock issues for the two groups 
were not sufficiently large to warrant 
attaching any great significance to 
them. The small amount of data, only 
42 issues, when compared with the total 
of 2,526 issues originated, is plainly 
inadequate. Furthermore, only a very 
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few scattered houses from either group 
brought out any appreciable number of 
-ommon stock issues. 


Interpretation of Results 


Glancing now at Chart III, we see 
that apparently there is very little, if 
any, significant difference between the 
success of the originations of the two 
groups. The percentage columns for 
bonds show a slight indication in favor 
of the security affiliates of commercial 
banks, but this is just about offset by 
certain small handicaps and slight 
distortions which affect the picture, 
which we shall mention presently. 
The preferred stock history shown in 
Chart III also indicates that there is 
little significant difference in the suc- 
cess achieved by the two groups. Cal- 
culated by dollar voiume, the private 
investment bankers show a slightly 
more successful record; calculated the 
other way, by number of issues, the 
security affiliates show a slightly better 
record. 

In Charts I and II we find that the 
eight security affiliates of commercial 
banks show a much more even record 
as a group than do the eight private 
investment banking houses. That is, 
the best private investment banking 
houses (J. P. Morgan & Company and 
Bonbright & Company, Inc.) make a 
better showing than any security affili- 
ate; and also the poorest investment 
banking houses of these eight have a 
poorer record than the worst of the 
eight security affiliates. 

_ The composite figures of Chart III, 
however, are slightly distorted by the 
‘act that three of the eight security 
atiliates originated a disproportionately 
‘mall number and dollar volume of 
issues. These three houses also hap- 
pened to have the poorest records; thus 
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the security affiliates group is given a 
slight advantage in the compilation of 
the composite figures, because these 
three poorer houses did not bear quite 
so heavy a weight in the security affili- 
ates group as did the poorer houses in 
the determination of the composite 
figure for the private investment bank- 
ing group. (This is true because Chart 
III is a comparison of the aggregate 
issues taken together of all those 
brought out by each of the two groups 
of eight.) 

We have already noted that the 
averages of the preferred stock records 
of the groups were nearly identical. It 
is interesting to note in this connection 
that a study of the records of the 
individual houses shows that the stock 
history for any given house typically 
tends to parallel its bond history.! 

The records for individual houses and 
groups were broken up into three pe- 
riods, 1921-1924, 1925-1929, and 1930- 
1932, inclusive. We are all too familiar 
with the manner in which the investing 
public lost its critical faculty during the 
feeling of “‘prosperity” at the crest 
of the economic cycle in 1928-1929. 
However, it is interesting to observe that 
the vilification which many uninformed 
people have been indiscriminately heap- 
ing upon the bankers scarcely seems 
justified when one realizes that the 
bankers did not share this error in 
nearly the same degree. The origi- 
nations brought out by these sixteen 
houses during the 1925-1929 period are 
seen to be only slightly poorer in quality 


1 Harris Forbes Trust Company, with a good bond 
and a very poor stock record, appears to be the only 
exception. Stock originations were an innovation 
for this house, and it may be that when they embarked 
upon this field, in response to the insatiable public 
demand for common stocks in 1929, their unfamiliar- 
ity with the field was the cause of their poor results 
in it. 
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than those brought out in the other 
two periods. To give one specific 
example, an 11.8% default figure was 
recorded for all those issues brought out 
during the 1925-1929 period, compared 
with an average 8% default figure for 
all those issues brought out during the 
other two periods. Of course it is 
inevitable that this should be so to a 
certain extent; bond issues floated dur- 
ing periods of comparative adversity 
are fixed charges set up against deflated 
prices and values. 

Such a variety of complicated causes 
contribute to the default of a security 
that it is difficult to assign definite 
responsibility for defaults occurring in 
any given industry. However, it is 
possible to obtain a reasonably accurate 
idea of the fields covered by this study 
in which defaults were most frequent. 

The effect which specialization in one 
field of financing would have upon a 
house’s record should reveal itself, if at 
all, in that of Bonbright & Company 
and of Kuhn, Loeb & Company. The 
former originated public utilities ex- 
clusively, and the latter railroad securi- 
ties predominantly. It is interesting 
to note that the records of these two 
houses appear to reflect the different 
fortunes enjoyed by these two indus- 
tries respectively during the twelve- 
year period, that of the public utilities 
being a rather happy one, and thatof the 
railroads quite the reverse. J. P. Mor- 
gan & Company, showing the best rec- 
ord of all sixteen houses, was concerned 
with a widely diversified field of inter- 
ests—industrials, public utilities, rail- 
roads, foreign governments—rather 
than with one particular field of special- 
ization. Most of the other sixteen 


f 


HARVARD BUSINESS REVIEW 


houses, with the exceptions noted above. 
also show a diversified field of activity. 

The splendid service which J. P. 
Morgan & Company has rendered the 
investing public is well shown in Chart 
I. To an investor buying both stocks 
and bonds publicly offered by Morgan, 
the mathematical probabilities were 
slightly less than 2 out of 100 that the 
income on any given security would be 
stopped during the depression, whereas 
the average default figure for bonds 
alone, of the other fifteen houses, is some- 
what higher than 10 out of 100. More- 
over, 41.5% of the securities brought 
out by J. P. Morgan & Company 
during the 1925-1929 period were actu- 
ally selling at a higher price on March 1, 
1933, than when they were issued! 
Bonbright bonds show a slightly better 
record than Morgan’s, but 20% of the 
large number of Bonbright preferred 
stocks omitted dividends, while the 
only stock publicly offered by Morgan 
still pays full dividends. 


Conclusions 


We have found a definite answer, by 
means of our study, to the question of 
how much better the new security 
originations of the security affiliates of 
commercial banks have been than those 
offered by private investment bankers 
during the past economic cycle, 192!- 
1932; and that answer is that the banks, 
despite their closer association with the 
corporations whose securities were being 
floated, have decidedly not performed 
the security origination function any 
better than have the private investment 
bankers. One can now say that there 
has been no significant difference in the 
quality of the new security originations 
of these two groups. 
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THE RECENT LITERATURE OF FINANCE 


By DEANE 


rent depression, culminating in the 

spring of 1933 in an intense storm 
center in the general area of banking 
and finance, has produced in the past 
few months a veritable cloud-burst of 
literature on the subject. Economic 
arks of varying degrees of seaworthiness 
have been launched on the troubled 
waters, designed to ride out the gale, 
and believed by the economic carpen- 
ters to assure some measure of stability 
in stormy seas. Some writers have 
adopted the rdle of economic soothsayer 
and, scanning the cyclical swings, have 
cast the horoscope of the future with 
the precision of the old-time weather 
almanac. Panaceas have appeared in 
such numbers as to bewilder the reader 
who would inform himself of the funda- 
mental reasons underlying the general 
collapse, and who would enlighten 
himself in regard to a sound basis for 
reconstruction. 

Economist and business man alike 
have been under criticism for failure to 
agree upon the causes of the catastrophe 
which very probably will be the subject 
of controversy a generation hence. 
There is a feeling that economic laws 
somehow have failed to operate on 
schedule, that new concepts must be 
found to guide us in the future. Into 
this confusion and uncertainty has come 
a continuous stream of books, often 
hastily put together to meet the chal- 
lenge of impending conferences or legis- 
lation, but presenting nevertheless a 
kaleidoscopic view of current economic 
thought. 

If now we are to benefit from a pe- 
tusal of these many books, we should 
485 


r ‘HE economic confusion of the cur- 
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wish to be rewarded by gaining, first of 
all, a critical picture of what has hap- 
pened in the past few years in the realm 
of finance; second, a knowledge of the 
major programs put forth as the basis 
for the reform of existing monetary and 
banking machinery; and third, an 
evaluation of these proposals in the 
light of economic soundness. The field 
of finance itself is broad, and our 
demand for enlightenment too exacting, 
to expect to find satisfaction within the 
covers of a single volume. Nor can 
finance as a subject be crammed into an 
air-tight compartment to the exclu- 
sion of related subjects; isolation has 
distorted the views of many an able 
thinker. 

Unfortunately, in a brief review it is 
impossible to cover all the books on 
financial subjects, and to put down 
one’s pen for a moment is to find an- 
nouncements of further offerings fresh 
from the publishers. At the moment, 
however, books may be roughly divided 
into those having to do primarily with 
current monetary and banking prob- 
lems, and those covering the general 
field of banking and finance, in both 
cases disregarding entirely works in 
specialized branches of the subject. 
The following comments are intended 
to give only a snapshot picture of the 
contents and the worth of a representa- 
tive group of books on finance. 


Current Monetary and Banking 
Problems 


One of the most recent books dealing 
with the current situation is The Banks, 
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The Budget and Business by Joseph B. 
Hubbard, Editor of The Review of Eco- 
nomic Statistics. It appears to be by 
far the most important book dealing 
with what has happened in banking 
from 1929 todate. Careful, statistical, 
scholarly, readable, it traces step by 
step the complicated pattern of events, 
illustrates by significant charts, and 
gives the feeling of reality by an orderly 
chronological development of the pic- 
ture. But its chief merit lies in the 
rare ability of the author to interweave 
and evaluate the political and psycho- 
logical aspects of the problem at critical 
points. It is not a book of prophecy, 
but there is power in the perspective of 
the author as he looks back through 
economic history and studies statistical 
comparisons. Inflation and the sur- 
vival of government control in business 
are “hidden in the future.” But the 
book clearly indicates the author’s 
views of the difficulties to be overcome 
if future trouble is to be avoided, and 
ventures to assert that restriction of 
output, as implied in the Administra- 
tion’s program, “‘can hardly expect to 
survive the impact of boom times.” 
The author faces facts and reality, but 
faces them so squarely as to be strangely 
comforting. 

Tomorrow's Money? by Frank A. 
Vanderlip presents in beautifully writ- 
ten form the viewpoint of an experi- 
enced banker regarding the chief cause 
of our economic downfall and the cor- 
rective mechanism to be relied upon for 
the future. He presents at once what 
he believes to be the bottom of the 
trouble—our impossible effort to give 
gold liquidity to all forms of wealth, 


1 Hubbard, Joseph B., The Banks, The Budget and 
Business. New York: The Macmillan Company, 
1934. 147 pp. $1.75. 

2 Vanderlip, Frank A., Tomorrow’s Money. New 
York: Reynal & Hitchcock, 1934. 228 pp. $2.00. 


which he describes as an “almost uni. 
versal misconception.” As a solution, 
he would set up a gold bullion standard 
limit the physical transfer of gold only 
to transactions in the settlement of 
international trade balances, and set up 
a Federal monetary authority to cop- 
trol gold and hence the country’s credit, 
His discussion of the breakdown of our 
monetary and banking machinery forms 
a readable and valuable resumé. Ip 
setting up the monetary authority, his 
discussion either takes for granted or 
ignores some important aspects, such 
as the future of the Federal Reserve 
System and the problems of the com- 
plication of our financial mechanism by 
the injection of this new element into 
the picture. 

Another work dealing primarily with 
the dilemma of our monetary system 
is Lionel D. Edie’s Dollars,’ formulating 
the principal requirements for restora- 
tion of confidence in our money, and 
describing the steps necessary to bring 
about the desired results. The book is 
of interest in spite of the fact that some 
of the program for which he argues has 
subsequently been settled, at least for 
the time, by national legislation. Mr. 
Edie is conservative in advocating a 
return of prices halfway to the 1926 
level; he believes in a modified gold 
standard, and would put greater respon- 
sibility for price stability onto the 
shoulders of central banks. The view- 
point of the author is that of the econ- 
omist, and in this work he draws 
heavily from previous articles and 
addresses. Extended use of numerical 
and alphabetical paragraph designa- 
tions tends to bog down the reader at 
times in the organization of the mate- 
rial, and the wide range of topics ané 
the resultant inevitable brevity of treat- 


3 Edie, Lionel D., Dollars. New Haven: Yale 
University Press, 1934. 284 pp. $2.50. 
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ment may be responsible for a lack of 
vizor which permeates the work. 

The monetary problem alone is sin- 
vied out for able treatment in Kem- 
merer on Money,* by the well-known 
orofessor of international finance at 
Princeton. It contains a fundamental 
and clarifying discussion of the gold 
standard, the Administration’s gold 
policies, inflation, silver, and the com- 
modity dollar, and discusses the way 
back to gold. Presented simply, and 
in language for the layman, it is a valu- 
able starting point to an understanding 
of the science of money in the economic 
life of today. It is regrettable that his 
treatment is so elementary; many would 
wish for a more penetrating discussion 
of this age-old subject. 

In the belief that every thoughtful 
citizen should attempt to understand 
the fundamental principles of sound 
economics, because it is within the 
framework of our present economic 
customs that our greatest hope of succor 
from world depression lies, F. M. Hunt- 
ington-Wilson, formerly the Assistant 
Secretary of State, has written a volume, 
entitled Money and the Price Level.® 
The thesis of the book is that money 
policy is “the readiest instrumentality 
to apply to the very urgent task of 
raising the world out of a deep depres- 
sion which threatens the present organ- 
ization of society. The alternatives 
appear to be recovery, and pretty 
prompt recovery, or else a breakdown 


of economic life as we know it, with all 


the dangers and suffering entailed, and 
a fresh start, for better or worse.” 
Phrased in oratorical verbiage in ink 
now two years dry, it evidences a bit too 


Phila- 


‘Kemmerer, E. W., Kemmerer on Money. 


lelphia: The John C. Winston Company, 1934. 
192 pp. $1.50. 
*Huntington-Wilson, F. M., Money and the Price 


J 


Level. New York: The Century Co., 1932. 


222 pp. 
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much the statesman-alarmist; but its 
sequence of chapters devoted to the 
objective of clarifying for the general 
reader certain basic concepts of econom- 
ics—such as the quantitative theory of 
money, price levels in relation tomoney, 
the balance of international payments, 
and Gresham’s Law—is of interest not 
so much in presenting a persuasive plan 
for securing recovery through price 
levels, but in presenting the principles 
of economics for the layman by an 
author with a distinctly social point of 
view. 

Planned Money® by Sir Basil P. 
Blackett, a director of the Bank of 
England, offers an opportunity for a 
look into the thought of one versed in 
the monetary problems and background 
of England, a country old in the study 
of the art and science of money. While 
Sir Basil claims no originality for the 
ideas put forth, stating that the forma- 
tion of his own opinion “‘has been one of 
gradual assimilation and sifting of 
views expressed by others in books, in 
conversation, and in letters,” there is no 
evidence that his views are those held 
by the management of the Bank of 
England. The book begins with a need 
for planning, and in the second part 
goes into the problems of control 
of price levels. He presents a plan 
whereby prices would be controlled 
through currency control in each coun- 
try adhering to the system. ‘The cli- 
max of the book is a discussion of a 
Financial Society of Nations, so Uto- 
pian that even the author admits its 
impracticability but believes one or two 
smaller international associations might 
be formed to do the trick. He gives 
inadequate consideration to the impact 
of conflicting and contradictory policies 





6 Blackett, Sir Basil P., Planned Money. New 
York: D. Appleton and Company, 1933. 201 pp. 
$1.50. 
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and interests between national and 
international monetary and price con- 
trol. The plan, presented apparently 
for consumption by the delegates to the 
World Economic Conference in London 
in 1933, is not convincing. 

Last of the books to be mentioned 
in this group is that of the prolific 
writer on international finance, Paul 
Einzig, entitled The Sterling-Dollar- 
Franc Tangle.’ Halfway through the 
preface, the reader finds himself warm- 
ing to this book because the author evi- 
dences that rare attribute—an ability 
to change his mind. Furthermore, it 
gives one a rather pleasurable sensation 
to find here an able author who does not 
at all believe in “the collapse of Western 
civilization.”” Mr. Einzig prefers inter- 
national coordinated action in deprecia- 
tion and devaluation, but he believes 
the world will go on even if nature 
takes its course. Furthermore, he justi- 
fies the American, French, and British 
monetary policies from the respective 
viewpoints of the individual nations. 

Even from the low visibility period 
of mid-1933, when this book was writ- 
ten, the author looked on the National 
Recovery program as an unnecessary 
complication and a delay in the inevi- 
table process of inflation. “Inflation 
in the United States,” he says, ‘“‘is 
bound to come whether with or without 
the consent of the Administration.” 
The choice, in his opinion, lies not be- 
tween inflation or lack of it, but between 
regulating it or allowing it to run loose. 
Hence his belief in the great necessity 
for a coordinated depreciation of all 
currencies. He refers to the technical 
difficulties of coordination; the weak- 
ness of his presentation lies chiefly in 
his inability to tell us how to get this 


7 Einzig, Paul, The Sterling-Dollar-Franc Tangle. 
New York: The Macmillan Company, 1933. 207 pp. 
$1.75. 


cooperation with all the impacts of 
national and racial prejudices, custom; 
traditions, and practices. These prob. 
lems must somehow be solved if ec. 
nomic planning on an_internationa| 
basis will ever justify the time of the 
economists spent in devising such 
schemes. 


General Works on Finance 


Aside from the books dealing with 
the monetary problems of the current 
depression and possible recovery, there 
have been a number of works attacking 
the ever-present problem of bringing 
up-to-date the literature of the far. 
flung realm of finance. General works 


on the subject have always been pub-{ 


lished in abundance, but there is need 
of constant revision and further study 
in the light of the rapid changes in in- 
dustrial and corporate practice. There 
is nothing more dreary and unservice- 
able than an out-of-date book in finance. 
The remaining books included here are 
mentioned because they fill the need of 
timeliness, even in an area where time- 
liness is almost a physical impossibility. 

Of signal importance in this group is 
Arthur Stone Dewing’s 4 Study 
Corporation Securities,8 concerned pri- 
marily with an analysis of the various 
financial instruments issued to serve 
the different purposes of the corpor- 
tion. Essentially a revision of Book | 
of the author’s The Financial Policy o/ 
Corporations, first published in 1919, it 
follows closely the outline of this 
earlier work. The present volume is 
not only more detailed, but gives 
adequate treatment to such subjects 4 
equipment obligations, given only cur- 
sory consideration in the earlier discus 
sion. The book begins with the his 


8 Dewing, Arthur Stone, 4 Study of Corporati 
Securities. New York: The Ronald Press Compaty, 
1934. 415 pp. $4.00. 
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torical and philosophical background of 
the corporate entity and continues with 
, discussion of capital stock in its vari- 
ous forms, attributes, and classifica- 
tions; the characteristics of funded 
debt, secured and unsecured; equip- 
ment obligations; and the types and 
yses of the privilege of conversion. 

The book comes from the pen of a 
scholar in the field of finance. He 
brings to the task literary ability rare 
among writers on this subject, and 
chapter by chapter appear the interest- 
ing anecdotal footnotes which attest 
abundant experience and knowledge at 
hiscommand. It is fair to expect that 
A Study of Corporation Securities will 
be for some time to come the master 
book dealing with the financial struc- 
ture of the corporation. 

Among the general texts on money 
and banking, William Howard Steiner’s 
Money and Banking® must find a place 
in the foremost rank, because of the 
straightforward, factual presentation 
of every phase of the subject. ‘Treat- 
ment of topics is necessarily brief be- 
cause of the range of the discussion. 
No words are wasted, however, in giv- 
ing a clear-cut, though elementary, 
analysis of our financial system; reasons 
for the existence of financial institutions 
and practices are briefly expressed, but 
the book is not a treatise on financial 
policy. It is up-to-date enough to 
include legislation of the opening weeks 
of the Roosevelt Administration. The 
book covers the money and credit 
mechanisms of the financial system, 
commercial banking, noncommercial 
banking, the structure of banking, in- 
cluding the Federal Reserve System, 
and a general discussion of money 
values and credit control. With acom- 


‘Steiner, William Howard, Money and Banking. 


tg York: Henry Holt and Company, 1933. 920 pp. 
4-50. 
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prehensive bibliography at the con- 
clusion of each chapter, the book is a 
valuable reference volume as well as 
textbook. 

Better Banking™ by William H. Knif- 
fin, while coming out of the depression, 
is nevertheless a textbook on bank 
management. It deals not with bank- 
ing technique but with functions and 
policies; it is expository rather than 
critical. Recognizing that banking is 
entering a new era, it does not attempt 
to forecast the direction it should take, 
but analyzes the situation as it is today. 
The book opens with a discussion of the 
banker, his relation to the community, 
and his qualifications. It considers the 
problems of deposits, reserves, credits, 
loan policies, investments, budgets, 
audits, the moot question of service 
charges, clearing houses, and corre- 
spondent banks. There is a chapter on 
the causes of bank failures. Unfor- 
tunately this phase of the subject is 
treated very generally. There is still 
an unfilled need for a statistical, critical 
evaluation of this problem. Mr. Knif- 
fin relies largely upon an article from the 
American Bankers Association Journal 
for his information on this subject. 
One chapter deals with money in an 
elementary way, and the book closes 
with a helpful analysis of the Bank Act 
of 1933. This latter chapter gives the 
facts of the Act, but does not attempt 
to interpret the extent to which the Act 
solves the problem of banking insta- 
bility. The chief value of the book 
appears to be as a textbook in bank 
management for the beginner rather 
than for the advanced student of bank- 
ing policy. 

For those interested in the broad 
economic implications of the vast in- 





1 Kniffin, William H., Better Banking. New York: 
McGraw-Hill Book Company, Inc., 1934. 426 pp. 
$3.50. 
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ternal and governmental debts of the 
United States as the situation reveals 
itself in 1933, an enlightening volume 
has been published under the editor- 
ship of Evans Clark, Director, Twenti- 
eth Century Fund, Inc., entitled The 
Internal Debts of the United States." 
The following have contributed to the 
volume: Frieda Baird, formerly of The 
Brookings Institution, ‘‘ Farm Mortgage 
Debts”; John Bauer, Director, Amer- 
ican Public Utilities Bureau, ‘‘ Public 
Utility Debts”; Evans Clark, Direc- 
tor, Twentieth Century Fund, Inc., 
“The Nation’s Total Debts”; Wilfred 
Eldred, Economist, National Trans- 
portation Committee, “The Railroad 
Debt”; George B. Galloway, Twentieth 
Century Fund, Inc., ‘‘The Debts of the 
Federal Government and Financial Cor- 
porations’’; Wylie Kilpatrick, Institute 
for Government Research, The Brook- 
ings Institution, ‘‘State and Local 


Debts’’; Gardiner C. Means, Cclumbia 
University, ‘““The Debts of Industrial 


11 Clark, Evans, Editor, The Internal Debts of the 
United States. New York: The Macmillan Company, 


1933. 426 pp. $4.50. 


HARVARD BUSINESS REVIEW 


Corporations and Banks”; Victoria J, 
Pederson, Columbia University, “U;. 
ban Mortgage Debts”; Franklin W. 
Ryan, Vice President and Economist, 
Van Strum Financial Service, “Shor. 
term Debts.” An imposing list of 
consultants is given as having acted a; 
advisers in the preparation of the 
volume. The book is amply illustrated 
by statistical material and charts, and 
appears to be a scholarly work on g 
subject much talked of but little known 
or understood by most people. The 
reader will find many of his precon- 
ceived ideas of the debt problem at 
variance with the informed conclusions 
of these authors, and he will be stimu- 
lated to renewed awareness of the 
importance of the recurring difficulties 
engendered by fixed long-term debt 
obligations in our economic life. The 
final chapter is devoted to general 
recommendations made by the group of 
authors designed to furnish the basis 
for permanent means of administrating 
future debt adjustments. The book 
should be read by those who wish to 
penetrate deeply into a very compli- 
cated and confusing subject. 
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THE PLACE OF SHOWS IN THE FURNITURE 
INDUSTRY : 


By NATHAN W. PEARSON 
















tions, the various producing centers f 
have not been able to recognize the | 
possibility of any common interest of 
all manufacturers in the shows. Each : 
local show has been attempting to 
take the retail patronage away from the 
other furniture markets. The result 
has been a pampering of the retailers 
by tactics that destroy the usefulness of 
the shows to the manufacturers. | 


Early History of the Shows 

The first Furniture Shows were estab- 
lished in Grand Rapids, Michigan, 
because manufacturers in that city were 
among the earliest to develop complete 
lines of furniture. Previous to this 


OR years furniture manufacturers 

have been complaining that they 

receive very little value, direct or 
indirect, from the Furniture Shows 
which are held periodically in Chicago, 
Grand Rapids, New York City and 
other furniture manufacturing regions. 
At the same time, the furniture re- 
tailers have been almost unanimous in 
their approval of these shows. It is, 
therefore, probably because of the 
weakness of the manufacturers them- 
selves that these shows have not pro- 
duced more favorable results for them. 
Although these exhibitions were started 
by the manufacturing companies and 
are run today by these same organiza- 
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movement, each furniture center had 
produced either tables, chairs, or case 
goods! alone. Thus, no city had a 
sufficiently diversified product to be- 
come a complete purchasing mart. 
But with the advent of the revived 
popularity of period furniture, it was no 
longer practical to make such simplified 
lines. When the various parts of a 
period suite were made in different 
factories, the tables, chairs and sofas 
seldom matched properly. A matched 
suite had to be made entirely in one 
factory. ‘The Grand Rapids concerns 
were quick to see the possibilities of 
this movement and, as a result, that 
city became the furniture center of the 
country. 

Because it was very difficult to esti- 
mate the popularity a piece of furniture 
would have in point of consumer sales 
unless one had actually seen the article, 
many large retailers began traveling to 
Grand Rapids to do their buying. 
This practice had obvious advantages 
for the Grand Rapids manufacturers, 
but it was a decided handicap to the 
concerns in other regions, which seldom, 
if ever, were fortunate enough to be 
visited by dealers. 

The continued growth of the Grand 
Rapids market forced the outside pro- 
ducers to establish wholesale stores in 
that city. In time, Grand Rapids 
became a sizeable wholesale, as well as 
manufacturing, center. The semian- 
nual trips to this furniture district 
became a fixed routine for the large 
retailers from the East and the Middle 
West. 

It is difficult to determine just when 
the first real Furniture Show grew out 
of these Grand Rapids markets. It 
often happened that several companies 
occupied showrooms in the same build- 


1 Case goods include cabinet work, such as bureaus, 
buffets, radio cabinets, etc. 


ing. It was, therefore, a natural de. 
velopment that some of these groups 
should evolve into the one big exhibj. 
tion in which the manufacturers take 
part today. 

The manufacturing concerns in the 
several furniture producing sections of 
the United States have never shown 
much of an attachment for each other. 
This was first indicated by the jealousy 
with which other centers watched the 
Grand Rapids wholesale market grow, 
Then the feeling cropped out again 
soon after the Grand Rapids Furniture 
Show became firmly established. It 
was a severe strain on the outside 
exhibitors to watch the local manv- 
facturers take the visiting buyers on 
factory inspection trips and show them 
favors for which the out-of-town manv- 
facturers had no facilities. 

This dissatisfaction led to the deci- 
sion of the producers at Jamestown 
(New York), High Point (North Caro- 
lina), Boston, Chicago and New York 
City to develop their own shows. 
Aided by strenuous advertising in trade 
magazines and special concessions to 
attending dealers, all of these shows 
have become fairly large exhibitions. 

Since the Grand Rapids markets were 
held in January and July, the new 
show centers at first had to pick other 
months in which to hold their exhibi- 
tions, or they could not get the support 
of the buyers. The result has been 
veritable chaos in the industry. It 
became possible, and even necessary, 
for a manufacturer to exhibit in 4 
different show almost every month of 
the year. The expense of attending 
even a portion of these exhibitions was, 
of course, too heavy for the major 
ity of manufacturers. This gradually 
brought about the closing up of the 
smaller show centers; the ones which 
remained open have attempted to make 
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cheir furniture markets coincide with 
the seasons of the year. 


Present Competition among Shows 


The following will indicate the main 
markets in which the leading manu- 
facturers could have exhibited in 1933: 
january—Grand Rapids, Chicago (two 
competing shows), High Point, James- 
town, New York City; February— 
Boston, Milwaukee; May—Chicago, 
Grand Rapids, Jamestown; June— 
Grand Rapids, Chicago (two shows); 
July—High Point, New York City; 
September—Boston. 

These various shows have conducted 
competitive advertising campaigns 
which have been carried on largely 
through the medium of the trade 
journals. The purpose of these cam- 
paigns has been to draw both the 
retailers and the manufacturers to the 
shows; but the emphasis has been 
placed on the former, since the advertis- 
ing managers know that if they can 
get the buyers to attend the manu- 
facturers will “‘tag along.” 

The attitude of the directors of the 
Furniture Shows may be best shown by 
the following headline appearing in one 
of the trade publications: “‘Each year 
the furniture markets outdo previous 
efforts in service to dealers.” An ex- 
ample of this service comes from an 
advertisement of the Grand Rapids 
Show, which announces that the direc- 
tors have obtained special low, round- 
trip railroad rates for the benefit of 
dealers (and incidentally exhibitors) at- 
tending that market. 


Attitude of Retailers toward Shows 


It is no wonder that the retailers are 
almost unanimously in favor of the 
shows. They are never required to 
attend more than two shows a year, 
ior the same merchandise is displayed 
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at all the shows in any one buying 
season. The January-February and 
June-July periods are the big buying 
seasons. 

Furniture buyers rarely will consider 
a connection that even approaches a 
permanent tie-up with any one manu- 
facturer. Furniture styles change so 
rapidly that a company which has a 
well-styled line in January may have 
lost its style leadership a year or so 
later. The Furniture Shows give the 
retailer an opportunity to see for him- 
self what lines of products are selling. 
He has practically an open market to 
work in. 

Furniture retailers have a particular 
horror of selecting their stock from the 
pictures in the catalogues carried by 
manufacturers’ salesmen. Davenports 
and chiffoniers which seem like good 
sellers when viewed in picture form, 
often end up in the semiannual clean- 
up sale. The buyer knows that he has 
only himself to blame when he per- 
sonally chooses his stock at the Furni- 
ture Shows. 

The retailers incur almost no ex- 
penses at the shows. Hotel accom- 
modations and railroad fares, which 
are both at reduced rates, are the 
main items. Entertainment is often 
provided by the exhibitors. These 
expenses appear negligible when one 
considers the benefits that come from 
contact with otherdealers. Many valu- 
able merchandising hints have been 
received at informal gatherings during 
the shows. A dealer in one city usually 
has little objection to exchanging ideas 
with an acquaintance who runs a 
furniture store miles away. 


Effect of the Shows on the Manufacturers 


Unfortunately, this same situation 
does not hold for the manufacturers. 
Companies in different parts of the 
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country compete directly. They have 
trouble seeing any advantage in the ex- 
change of manufacturing or marketing 
methods. In fact, they feel that the 
shows give competitors too much chance 
to check up on each other. 

The Furniture Shows are a heavy 
expense to the manufacturers. Besides 
renting space at markets in several 
different cities, the exhibitors must 
show in each of these centers two or 
more times a year.? 

Price policies in the furniture indus- 
try have been notoriously loose. At 
the markets in June, 1933, hardly any 
exhibitors had determined prices on 
the opening days. ‘The companies were 
waiting to see what competitors would 
do before they themselves made up 
their minds. 

Such practices make the industry 
vulnerable to “‘chiseling’” which is 
carried on extensively at the shows. 
Chiseling is usually started by some 
buyers telling certain exhibitors that 
their prices are out of line with those of 
competitors. If the manufacturers feel 
that they really must get the business, 
as has too often been the case since 
1925, they will usually yield to the 
buyers. But such concessions do not 
close the transactions. ‘The chiselers 
then go to the companies whom they 
have quoted as selling at the lower 
prices, but whom they really hadn’t 
seen, and recite the prices just an- 
nounced by the first companies. Then 
the process begins over again. There 


2 It is almost impossible to obtain a figure repre- 
sentative of the cost of exhibiting at the shows. 
Some large concerns spend less on their exhibits than 
certain of their smaller competitors. Few companies 
have bothered to calculate their costs exactly. One 
of the largest furniture companies estimated its costs 
as between $2,500 and $3,000 per show for either 
the New York or Chicago markets. Another com- 
pany, less than one-third the size of that concern, 
made almost the same estimate. 
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is such intense rivalry for business that 
the exhibitors do nothing to remedy 
the situation. 

Another practice that the exhibitor, 
complain about, but do nothing ty 
correct, is the use of price leaders 
The latter are present in almost every 
manufacturer’s line of products. By; 
it rarely happens that the various com. 
panies choose the same aarticles as 
leaders. In a big show, nearly all the 
important articles can be found a 
leaders in one exhibit or another. The 
alert buyers are given a marvelous 
opportunity to purchase the bulk of 
their requirements from the leader 
category. The exhibitors get the 
volume they are after, but the profits 
are gone. It is no wonder that the 
furniture retailers sing the praises of 
the Furniture Shows. 

Piracy of design has always been one 
of the outstanding evils of the furniture 
industry. This arises from the fact 
that, except for the recent attempts at 
modernistic furniture, there have been 
almost no really original furniture de- 
signs. ‘The majority of the designs are 
copied from museum pieces. The de- 
signers modify the historical patterns 
to fit into modern settings but they do 
not change the fundamental design. 

A number of attempts have been 
made to patent furniture designs, but 
these have generally failed because 
even almost obvious steals of a new 
work can usually be proven to be 
reproductions of some old masters 
craftsmanship. When it happens that 


come out with nearly the same furt- 
ture, how can actual thefts of designs 
be proved? ; 

The Furniture Shows give competi 
tive designers a fertile opportunity t 
prey on each other. Nothing is easie! 
than to check up on the exhibits at 4 
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jow. If some article is taking well, a 
_jesman is immediately sent around to 
‘spect it. The specifications for a 
chair, table, or whatever it may be, 
won reach the competitor’s factory, by 
, roundabout method, and in a few 
javs the “‘pirate” is quoting prices on 
almost the identical article. He can 
even promise nearly as quick delivery 
as the original designer of the article; 
for once a design is finished, the 
‘yrniture industry can step rapidly into 
sroduction. Furthermore, the furni- 
ture manufacturers, due to the fre- 
quency of style changes, seldom keep 
more than a nominal inventory of any 
item. So the original makers and the 
copiers start almost at scratch. 

When the article is the product of an 
expensive designing department, the 
problem becomes especially acute; com- 
petitors without the designing expense 
can sell the goods somewhat cheaper. 
It is not a rare occurrence for a firm 
to find that lower prices on parts of its 
line are being quoted to buyers by a 
competitor without the latter even 
placing samples on the floor. Such 
tactics are furthered by the large 
retailers. Some well-known retail 
stores make a practice of purchasing 
one set of each of the outstanding 
designs at a show, and then asking for 
bids on the suites from manufacturers 
other than the original makers. 

The large Furniture Shows are run 
by the leading manufacturers and as- 
sociations in the industry. Yet these 
shows, which the large companies them- 
selves create, furnish the life blood of 
many of their small fly-by-night com- 
petitors. This is especially true in the 
upholstered furniture field, which is 
essentially a local industry. These 
small companies work with almost no 
ixed capital and they have very little 
working capital. They cannot afford 
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to retain good designers or maintain 
a selling force. The shows keep them 
in business. Attendance at one market 
usually satisfies all their needs, so the 
expense of exhibition is kept down. 
This one market ordinarily supplies the 
bulk of the sales that the companies 
make during the year. It also fur- 
nishes their designing ideas. ‘The com- 
pam; that run the shows are, thus, 
making it possible for the shoe-string 
organizations to grab the former’s trade. 


What Can Be Done about the Shows? 


The depression in the furniture indus- 
try started several years before the 
general business collapse.* The un- 
profitableness of furniture manufacture 
has been partially due to a large surplus 
of plant capacity in the industry and to 
such laissez-faire marketing policies as 
have been described in regard to the 
Furniture Shows. 

Many of the manufacturers now see 
signs of improvement in the industry. 
The number of companies operating in 
the field has been markedly reduced. 
In 1929, there were approximately 3,600 
companies producing furniture; in 1933, 
this number had fallen under the 2,000 
mark. There is no doubt that this 
gives the remaining manufacturers a 
better chance to make profits. 

But if the old marketing conditions 
are allowed to continue, the furniture 
manufacturers may find their hopes 
fading. ‘The effect that the Furniture 
Shows have on the industry is para- 
mount among these marketing night- 
mares that may keep the industry 
continually in the doldrums. 

The large furniture manufacturers, 
as has been said previously, have been 
complaining for years about the evils 


3 See Williams, A. F., ‘The Problem of the Furni- 
ture Retailer,” vill HARVARD BUSINESS REVIEW 4, 


July, 1930, p. 460. 














496 HARVARD BUSINESS REVIEW 


of the shows. Their attitude has been 
much the same as that of the farmers 
on the price of grain. Both do a lot of 
talking but take no action themselves 
to remedy the situation. The Govern- 
ment has recently been forcing the 
farmers to some action, but no one is 
going to take the same course with the 
furniture manufacturers. The latter 
must act for themselves.‘ 

The main difficulties that must be 
corrected in an attempt to make the 
Furniture Show a more useful market- 
ing institution are: 


1. The number of shows. 

2. The irregular intervals at which the 
shows occur during the year. 

3. The resultant excessive expense to 
exhibitors. 

4. The lax price policies. 

5. The piracy of design. 

6. The effect of the shows in increasing 
fly-by-night competition. 


There can be no solution to these 
problems as long as the policies of the 


shows are controlled by small groups of 
manufacturers; sectional interests loom 
too large, and policies aiding the indus- 
try as a whole are put in the background 


by such groups. Control of the shows 
must be put in the hands of a strong 
national furniture association. 

When such a central control is 
brought about, the association should 
gradually work out plans for decreasing 
the number of shows. This seems on 
its face to be an impossible suggestion, 
but it must be remembered that the 
number of manufacturers who would 
violently object to the discontinuance 
of any one show is small. At the big 
shows, the local exhibitors are in a very 
small minority. The outside manu- 
facturers would welcome any sugges- 


* The Code of Fair Competition for the Furniture 
Industry, as approved Dec. 7, 1933, took no action 
on the problem of the Furniture Shows. 


tion that would decrease the number o; 
shows they had to attend. 

It is foolish to have the shows at the 
manufacturing centers, because no one 
city produces enough to make itself the 
dominant location. Why continue ty 
satisfy the minority because of histor. 
cal locations? It would be much more 
valuable for both manufacturers ang 
retailers if the shows were held in one 
or two metropolitan centers, where the 
mass of the retail outlets are concen. 
trated. If the manufacturer is going 
outside his factory to exhibit, why 
shouldn’t he go to the region where the 
big retail trade is located? The Ameri- 
can Furniture Mart in Chicago and the 
New York Furniture Exchange could 
easily furnish a basis for such action, 
They have the proper facilities already 
established in the proper locations. 

The decision to make Chicago and 
New York the only show places would 
bring tremendous denunciations from 
the operators of the other shows, and 
the financial interests connected with 
the latter exhibitions would suffer. 
But the bulk of the exhibitors have 
long shown that they would welcome 
such action. The group that would be 
hurt is small; in the past, it has received 
almost the only benefits from the 
shows. The rest of the industry would 
relish ‘turning the tables.” 

Unquestionably these smaller shows 
would attempt to struggle on, but it 
must be remembered that the buyers 
do not want to go to an exhibition o/ 
local companies, as these shows would 
then become. When the buyers failed 
to attend, the days of the old exhibi- 
tions would be numbered. 

With only two shows, and these 11 
the hands of a national association, the 
problem of seasonal markets would be 
ended. Many companies would keep 
permanent exhibits, as they do at pres 
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ent, but additions of new models could 
be limited to January and June. Then 
the retailers could be certain how often 
sew models, in general, would come 
aut. The manufacturers could get 
longer production runs on each design. 

These two permanent shows would 
seduce the exhibitor’s expenses below 
the outlay which results when a com- 
pany attends several of the present 
shows. But the necessity of a per- 
manent exhibit and the resultant higher 
cost per individual exhibit would reduce 
the number of shoe-string companies 
exhibiting. 

Provisions that a complete price list of 
each of a company’s products exhibited 
at the Show be posted, and that all 
changes in this list be announced, 
would remove much of the chiseler’s 
loose talk. Many manufacturers might 
object to such a public announcement 
of prices, but competitors find these 
prices Out eventually, whatever pre- 
cautions are taken. It is far better to 
announce them in advance so that the 
chiselers can be thwarted. Such a 
practice of open prices is the policy at 
marketing exhibitions in most other 
industries. 

It is difficult to see how the use of 
price leaders can be prevented. It 


would be too hard to determine techni- 
cally what were or were not leaders. 

Similarly, as long as there are furni- 
ture makers and furniture shows, there 
will be piracy of design. Any number 
of rules can be made, but men will 
still watch the work of others and copy 
what they think worth while. 

The proposed changes do not affect 
the usefulness of the shows to the 
retailers. In the past, they have rarely 
attended more than one exhibition a 
season. With only two shows in opera- 
tion, some buyers would have to travel 
farther to attend, but the difference 
would be minor in nature. Otherwise, 
the benefits the retailers received in the 
past would still hold. 

The suggested program for a reduc- 
tion in the number of shows would be 
unworkable were it not for the fact 
that the industry as a whole is ready for 
such action. Except for the few con- 
cerns with direct interests in particular 
shows, the furniture manufacturers 
want to be rid of so many exhibitions. 
Actual abandonment of the shows al- 
together is impossible. The proposed 
reduction comes as near to this as is 
possible. 
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TELETYPEWRITER SERVICE ON AN 
EXCHANGE BASIS 


By REILY G. ADAMS 


NSTANT written communication, 
| ‘anytime, anywhere,” by means of 

the teletypewriter was introduced 
to the business world in December, 
1931, when the American Telephone 
and Telegraph Company and Asso- 
ciated Companies announced the organ- 
ization of this new system of com- 
munication on a public exchange basis. 
Prior to that date the Bell System had 
operated a few teletypewriters with 
connections limited to stations on a 
single private wire. The new service, 


however, through the establishment of 
exchanges, permitted a subscriber to 
carry on direct written communication 
with any other subscriber by means of 


electrically-connected and electrically- 
operated typewriters. 

By January 15, 1932, 
eight teletypewriter exchanges had been 
installed. ‘Teletypewriter service was 
then really “for sale.”” Charges were 
similar to those for long-distance tele- 
phone conversations, 1.¢., a flat charge 
for the first three minutes plus an extra 
charge for each additional minute. 

In discussing the marketing of their 
new service, the telephone company 
predicted that “‘within three months 
after the service is offered, intercon- 
nections will be made available to at 
least 1,300 subscribers,” and that “at 
the end of the first year, interconnec- 
tions will be available to 2,500 teletype- 
writers.” But on May 1, 1933, sixteen 
months later, there were approximately 
2,300 teletypewriters in use, which 


twenty- 


figure is 8% below the estimated num. 
ber for the first twelve months.! 

The purpose of this article is two. 
fold: first, to consider the advantage; 
and disadvantages which have accrued 
to the subscribers to the teletypewriter 
exchange during its two years existence: 
and second, to consider the outlook fo; 
the American Telephone and Telegraph 
Company in the sales development oj 
the new service. 

In considering the advantages and 
disadvantages of the _ teletypewriter, 
three phases will be discussed: (1) the 
advantages stressed by the telephone 
company in promoting the sale and use 
of this service; (2) the results of a survey 
describing the actual advantages real- 
ized by concerns using the service; and 
(3) difficulties with the machine that 
have arisen since installation began, 
together with the efforts of the tele- 
phone company to correct these mat- 
ters. The outlook will be based on 
actual and potential advantages of the 
service. 


Advantages of the Service 


Let us now consider the actual advan- 
tages realized by the subscribers, as 
shown in the results of a survey of 
forty-eight business companies using 
the teletypewriter exchanges. Since 
these companies represent twenty-two 
different types of business of wide geo- 
graphical distribution, it is felt that the 
sample is fairly representative. 

1 It is believed that this number had gone over the 


3,000 mark by January 1, 1934, but official contr 
mation of this cannot be obtained. 
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\ booklet or sales aid, entitled “Any- 
ime, Anywhere,” published by the 
American Telephone and Telegraph 
Company, points out nine outstanding 


‘atures of the teletypewriter service 


A as follows: 


frailability...... Similar to telephone serv- 

ice. Teletypewriter 
subscribers can be con- 
nected at any time with 
any other subscriber to 
this service. 

eee Connections are fast, 

; usually made in about 
one minute. 

Tw0-WAY.. ++ +ese Subscribers can type 
back and forth on the 
same connection, mak- 
ing inquiry and reply 
possible. 

Acknowledgement. . Certainty that the com- 
munication has been re- 
ceived. 

Simplicity........ Any competent typist 
can easily learn to oper- 
ate the machine. 


|) ee Direct communication 
between the sender and 
receiver. 

Flexibility ......000% Your own orders, re- 


ports, deliveries, etc., can 
be used. As many as 
six copies can be made 
by each teletypewriter. 

| ee Each subscriber has a 
typed copy in a con- 
venient form for filing. 

Low Cost... 6 sve A most economical form 
of written communica- 
tion. 


Cost Reduction.—Of the forty-eight 
companies studied, forty-two stated 
that they had actually realized a lower 
total cost of communication. In some 
instances, although this was rare, this 
cost was reduced as much as 50%. 
(he remaining six companies stated 
that their communication costs had 
increased since the installation of the 
teletypewriter service. These compa- 
ules, however, had not listed this in- 
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creased cost as an objectionable feature, 
because the increase had been slight and 
other advantages had been gained to 
offset this higher cost. When a con- 
cern, such as the Cord Company, has a 
telephone bill between $15,000 and 
$20,000 a month, a considerable saving 
should be easily realizable by the use of 
the teletypewriter service.’ 

Just how savings in communication 
have been obtained can be seen best 
from an example. The John Doe Coal 
Company® maintained branch offices in 
New York, Philadelphia, Worcester, 
and Albany, in addition to the home 
office and the yards at the mines in 
Scranton. ‘Tabulation was made re- 
cording the number of words and the 
cost of telegrams sent back and forth 
between home and branch offices over a 
period of one month. During the 
month studied, 24,318 words were sent 
in telegrams at a total cost of $422.55. 
These same messages could have been 
sent by teletypewriter at a total cost 
of $136.75, a saving of $285.80. In 
addition, it was found that a good tele- 
type attendant at the John Doe Coal 
Company could have included 8,722 
additional words with no additional 
cost during the time required to send 
the original messages over the teletype- 
writer. This may be an extreme case, 
but nevertheless it is an actual one. 

Speed of Service.—The next impor- 
tant feature of the teletypewriter, as 
shown by the survey, was the speed of 
the service. Thirty-four companies re- 
ported this as one of the outstanding 
advantages of the machine. Increased 
speed of communication is desirable in 
itself, but it also permits the subscriber 
to serve customers more promptly. 
This was considered by a majority of 
the reporting companies to have been 





2 Time, January 18, 1932, p. 42. 
3 Fictitious name. 
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decidedly helpful in improving their 
competitive status. 

Two-way Service.—Third in impor- 
tance among the outstanding features, 
as shown by the survey of subscribers, 
was the two-way service made available 
by the teletypewriter. “Two-way serv- 
ice was important because it enabled a 
direct communication between the two 
parties. Inquiries could be made and 
answered during the same connection. 
And when an order was sent, the ship- 
ping date could be furnished. Also, 
during the same connection period, the 
teletypewriter was used to furnish ap- 
prova! for credits. 

Greater Accuracy.—The last of the 
more important advantages, derived 
from the use of the teletypewriter, was 
the accuracy of the messages. Twenty- 


four companies reported a marked de- 
crease in the errors in their communica- 
tions after the teletypewriter was sub- 
stituted for the telephone and telegraph. 
Accuracy resulted both from the fact 


that the messages were sent directly by 
the originators and from the fact that, 
if anything doubtful arose during the 
course of the teletype connection, it 
could be questioned by the recipient 
and then verified or corrected as the 
case might warrant. 

Privacy and Records.—Six companies 
reported that the privacy and perma- 
nent-record features of teletypewriter 
messages were very desirable. News- 
papers and brokers, especially, appre- 
ciated the privacy of the messages, be- 
cause news leaks were prevented. 

Centralized Administration.—In addi- 
tion to the advantages already fully 
realized by subscribers, utilization of 
this service may well lead indirectly to 
substantial savings through a greater 
centralization of administrative func- 
tions. Such centralization should aid 
many companies to reduce administra- 
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tion costs at the same time that they 
are reducing communication costs. 
Many companies now operat. 
branches, either sales rooms, manufac. 
turing branches, or other types, which 
are almost complete units in themselves. 
Since the introduction of the teletype. 
writer, savings have been realized by 
centralizing some of the functions for. 
merly performed by individual branches, 
such as credit, purchasing, productions 
scheduling, etc. Information on credit. 
for example, might be far more accurate 
when furnished by a large central unit 
than when left to the branch office, and 
a central record of credit ratings would 
be much cheaper to gather and keep 
than an individual set in each branch 
office. Production might be scheduled 
from the central office with far more 
timeliness in respect to the inventory 
situation than is possible if managed by 
the branches. Furthermore, purchas- 
ing, if performed for the entire concern 
from one office, should be more econom- 
ical than if done by the individual 
plants. The number of employees in 
the central office probably would have 
to be increased, but there would be a 
net decrease for the entire company. 
Let us consider an actual example of 
how one company was able to reduce its 
administration costs by means of the 
teletypewriter. This concern had oper- 
ated leased warehouses in order to 
maintain good service for its customers, 
but, with the introduction of the tele- 
typewriter, orders were received s0 
quickly that shipments could be made 
almost immediately from the home 
plant, and the company was able to 
vacate two of these warehouses. The 
communication costs were increased, 
but the increase was more than offset 
by the elimination of the costs of 
maintaining the two warehouses. This, 
of course, cannot be accomplished by 
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every company, but it serves as a good 
example of how some companies have 
orofted from the use of the teletype- 
writer service. 


Difficulties with the Service 


Subscribers, as a whole, were satisfied 
with the service. In a measure this 
was to be expected, since dissatisfied 
isers soon dropped the service and 
were not included in the 
survey. Consequently, let us consider 
some of the reasons why some concerns 
gave up using this means of communica- 
tion. Certainly, not all the advantages 
claimed by the telephone company 
have been realized. 

Difficult to Operate-—It has been 
advertised by the American Telephone 
and Telegraph Company that any 
competent typist can easily learn to 
yperate the machine. In sending a 
message, the attendant uses the follow- 
ing procedure: 


therefore 


(1) The power switch is thrown on. 

(2) The operator is called by means of a 
light. 

(3) When the operator types ‘‘OPR,” 
the number of the desired subscriber is 
typed. 

4) When the operator completes the 
circuit, the station that is being called 
acknowledges the receipt of the call. 

5) The message and answers are typed. 

(6) The signature is written, indicating 
the end of the message. 


But these operations are not as 
simple as they might seem; other 
lactors enter into the communication 
which may complicate the situation. 
The telephone company assumes that 
only experienced touch-typists will be 
employed to operate the machines. 
rhe maximum speed of the teletype- 
writer is 60 five-letter words per minute, 
but it cannot be operated as rapidly 
aS a typewriter, and the attendant 
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requires some practice to adjust herself 
to the new speed. 

The teletypewriter keyboard is some- 
what more complicated than that of an 
ordinary typewriter. ‘There are several 
additional signal and control keys, 
which, if pressed, may upset the routine 
of the messages. Frequently, inexperi- 
enced operators become very nervous 
during the connection. Efficient oper- 
ation of the teletypewriter has not been 
mastered easily and quickly in all cases. 
This has resulted in rather expensive 
tolls during the training period. 

Lack of Availability—The machine 
is available in that anyone may sub- 
scribe to the service, but the service is 
not universal in the sense that the 
telephone and telegraph services are 
universal. While the development of 
the new service has been rapid in 
nearly all lines of business, its coverage 
is thin, due perhaps to the combination 
of adverse economic conditions and the 
difficulty of introducing a new service 
on a national basis in a short time. 

A business concern must necessarily 
deal with many other companies, 
whether in sale, purchase, banking, or 
other capacities. It may be that one 
company desires to subscribe to the 
teletypewriter service; but, if other 
companies with which it does business 
do not use this means of communica- 
tion, maximum utility cannot be real- 
ized by the company installing the 
machine. In terms of the telephone, 
of what use would it be to us, if no one 
we knew had a telephone? 

Other Difficulties —The teletypewriter 
operator is seldom well versed in the 
affairs of the company and lacks the 
power to make decisions that may be 
demanded during the course of the 
communication. Hence, the attend- 
ance of an official of the company is 
often required when messages are being 











502 HARVARD BUSINESS REVIEW 


sent and delivered. Any stopping of 
the machine to get the information 
from him in his office, which might not 
be near at hand, would slow up the 
transmission and increase the cost of 
operation. Here is a contrast to the 
use of the long-distance telephone and 
telegrams, where, in the first instance, 
officials will usually do the talking and, 
in the second, they will approve the 
telegrams before they are sent. 

A more serious difficulty encountered 
by the telephone company is one that 
has caused a great deal of dissatisfaction 
among the subscribers, and it is due 
to the failure of some subscribers to 
organize their use of the teletypewriter 
efficiently. Attendants have not been 
given sufficient instruction in the opera- 
tions by the companies themselves, and 
the result has been that the actual 
costs of the service have far exceeded 
the costs estimated by the telephone 
company. Attendants have been al- 
lowed to make connections at any time 
during the business day, often when the 
messages did not require the minimum 
time for transmissions. 


Efforts to Correct Difficulties 


The American Telephone and Tele- 
graph Company has made diligent 
efforts to correct the difficulties that 
have become apparent during the two 
years in which this service has been for 
sale. It has assisted the subscribers’ 
attendants in learning the operations 
of the teletypewriter. ‘The operations 
of the machine have not been simplified, 
but training courses have been insti- 
tuted for the persons designated by the 
subscribers to operate the machines. 
The attendants are given training to 
increase their speed in typing both 
letters and figures on the new keyboard, 
and they are given lessons in how to 
handle all the unusual contingencies 


that might occur during the course of 
sending a message, such as getting q 
party that is not listed in the directory 
which is currently furnished them by 
the Associated Companies. Further. 
more, they are instructed in changing 
ribbons and making minor adjustments. 
The adjustments, however, for the most 
part are taken care of by the telephone 
company under their plan of free 
maintenance. Such training of the 
employees, both before and after the 
installation of the machines, together 
with practice and proficiency tests, 
should lead to more efficient use and 
lower costs. 

Realizing that a number of their 
subscribers have not been using the 
machines already installed to the best 
advantage because of a lack of sys- 
tematized operation, the American Tele- 
phone and Telegraph Company has 
instituted an extensive program to aid 
them in getting the most out of their 
service. Subscribers have been taught 
four principles of efficient use of the 
teletypewriter: (1) to have regularly 
scheduled connections wherein accumu- 
lated messages will be sent at one con- 
nection; (2) to transmit the most 
important messages first and request 
that the answers to these messages be 
supplied at the start of the subsequent 
connection; (3) to establish a sys- 
tematic method of intraplant com- 
munications so that all items flow 
toward the teletype attendant, and (4) 
to establish a set schedule of teletype 
connections to any point where 4 
concentration of items occurred. Ii 
subscribers can be taught to practice 
these four principles, it should aic 
greatly in securing the maximum use 
of the teletypewriter. 

As for the present lack of availability 
of companies that are subscribers 10 
this service, it may be said that the 
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telephone company is earnestly en- 
jeavoring to promote the teletypewriter 
and sell this service all over the coun- 
try. Such efforts, if successful, will 
sbviously make the teletypewriter much 
more valuable to present and potential 
subscribers. 

There is, however, another possible 
solution for this difficulty of lack of 
availability. Since 1931 the Western 
Union and Postal Telegraph companies 
have operated teletypewriter systems. 
A subscriber to either one of these 
services, however, cannot be connected 
with any other subscriber, for the 
machines do nothing but relay the 
message from the office of the sender to 
the telegraph office, and vice versa, 
replacing messengers.* Furthermore it 
has been the policy of the American 
Telephone and Telegraph Company 
that “‘no interconnections will be estab- 
lished between telephone companies 
and subscribers of other companies that 
may offer a similar service.”’ This 
situation, however, might be changed. 

For the most part, subscribers to the 
teletypewriter service of the telegraph 
companies use teletypewriter machines 
manufactured by the Teletype Corpo- 
ration of which the American Telephone 
and Telegraph Company owns full 
control through its subsidiary, Western 
Electric. Also, the American Tele- 
phone and Telegraph Company leases 
most of the wires to the Western Union 
and Postal Telegraph companies for 
this service. For a period in 1930, the 
American Telephone and Telegraph 
Company hoped that a satisfactory 
basis might be worked out for the 
coordination of the teletypewriter serv- 
ces of all three companies. However, 
Western Union and Postal Telegraph 





4 » ° 
Data upon the number of these subscribers are not 
oy lable, but it has been estimated in Fortune, 
March, 1932, that they exceed 10,000, 





TELETYPEWRITER SERVICE ON AN EXCHANGE BASIS 503 


declined the proposal and offered their 
service in direct competition with that 
of the American Telephone and Tele- 
graph Company. If these three com- 
panies could work out a satisfactory 
basis for the merger of their teletype- 
writer services and all teletypewriters 
be placed on an exchange basis, the 
service would immediately become more 
valuable because of the increase in the 
number of subscribers who could be 
interconnected. Such a step toward 
the unification of teletypewriter services 
would appear to be decidedly beneficial 
for the Bell System. Unless, however, 
the basis for the merger is decidedly 
favorable to the two telegraph com- 
panies, it is doubtful if even now they 
would accept a proposal for the con- 
solidation of the teletypewriter services 
in the country. 


The Outlook 


It is believed that within limits the 
outlook for the teletypewriter service 
as offered by the Bell System is good. 
There appear, however, to be certain 
restrictions to the universal acceptance 
of the teletypewriter. The first is that 
it is essentially a vehicle for long- 
distance communication. The cost of 
the service prevents the teletypewriter 
from supplanting the telephone on 
local calls except in rare cases. The 
second restriction is that the cost 
of the machines, their free installation, 
and their free maintenance are such a 
burden to the telephone company that 
it cannot afford to install them except 
where they will be used considerably. 
Recognition of this condition is afforded 
by the proposed change in the method 
of charging for the service. From the 
beginning, in an effort to secure wide 
distribution more quickly, the tele- 
phone company has made its charges on 
a “‘time-used” basis. This has resulted 
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in the installation of many machines 
that are used very little. To correct 
this, the Bell System planned to insti- 
tute on January I, 1934, a minimum 
monthly rate. Although at that date 
the change was postponed, the fact 
remains that it is being considered 
seriously. 

Consequently, noting the company’s 
growing insistence that the machines 
be used considerably, and noting the 
subscribers’ inclination to restrict use 
to long-distance communication, we 
conclude that the field of potential 
customers for the teletypewriter is 
limited to parties who make wide use 
of long-distance communication. To 
these customers, the extent of the 
availability of the service will be 
limited. 

However, the relatively brief experi- 
ence with the service to date has already 


indicated that many advantages are 
to be realized by use of the teletype. 
writer. As more experience with the 
machine and the efforts of the telephone 
company overcome the difficulties tha: 
have developed, a greater portion of 
this potential market should be covered. 

The most likely field in which imme- 
diate development will occur is that of 
companies that have branch offices 
which cannot be eliminated from the 
organization. It is assumed that 4 
very large portion of the communica- 
tions of these companies is with their 
branch offices. Subscribers of this type 
will at once be able to use their machines 
to great advantage, and the minimum 
rates will be absorbed in the natural 
course of the communications. At 
present, the telephone company is 
directing its sales efforts to develop this 
market. 
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SOME ASPECTS OF REACQUIRED STOCK, 


593 *—!933 
By WALTER A. HOLT AND EDWIN L. MORRIS 


to repurchase shares of their own 

capital stock is not a neoteric 
fnancial development, but until re- 
cently instances of the sort have been 
few and relatively unimportant and un- 
noticed. However, the action of a sub- 
stantial number of American corpora- 
tions in this direction during the past 
three years has lent new and added 
significance to the subject. Excess 
working capital arising from a reduced 
volume of business and unusually low 
security prices were, no doubt, impor- 
tant factors in stimulating this action. 

A survey was conducted to determine 
the extent and importance of the 
practice, and to provide a basis for con- 
sideration of some of the practical 
implications which are initiated when 
stock is reacquired. The study was 
limited to industrial concerns, as few 
cases were discovered outside that field. 
\Moody’s Cumulative Index was used as 
the source of information to obtain an 
adequate and representative sample. 
The findings are tabulated in the accom- 
panying table. 

During the three years covered, 80 
cases were recorded in the Index. It 
was found that the concerns repre- 
sented had paid out 8% of their working 
capital, on the average, to buy their 
wn stock.! This percentage is sub- 
stantial when interpreted in absolute 
igures. Another measure is the per- 
centage of outstanding shares subse- 
quently purchased. In this connection 


| \HE practice of some corporations 


lhe median was used so that extreme cases would 
t distort the average. 


05 


it was found that the average company 
acquiring preferred stock purchased 
20% of the shares outstanding; while 
those that bought common acquired 5 % 
of the total. The significance of this 
difference will be discussed later, but 
for present purposes, these figures in- 
dicate again that the policy has been 
popular. 

In dealing with the problems arising 
out of the practice of reacquiring 
stock, the following subjects will be 
covered in the order named: the motives 
for repurchase, treasury stock as an 
investment, the accounting problems 
involved, and the effect upon stock- 
holders and creditors. 


Motives for Repurchase 


An examination of the figures in 
Table I reveals that preferred stock 
was favored in 1931, common stock 
the next year, and preferred stock 
again in 1933. Purchases of preferred 
stock remained rather constant through- 
out the three-year period, while the 
number of common stock acquisitions 
fluctuated considerably. An explana- 
tion of this is found in the motives 
prompting purchases. 

With the exception of five cases, the 
preferred stock acquired was promptly 
cancelled, indicating that retirement 
and not investment was the probable 
objective. It is pertinent to observe 
that with but two exceptions the prices 
paid for the preferred stocks were less 
than their par values, thus permitting 
retirement under favorable conditions. 
In some instances the preferred stock 
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had attached to it some very stringent 
provisions which hindered the flexi- 
bility of the management. Other 
stocks carried sizeable claims for un- 
paid, accumulated dividends, and the 
purchase and retirement procedure re- 
moved a portion of the prior rights 
to future income, thus improving the 
position of common stockholders. A 
majority of the cases seemed to point 
to the fact that overcapitalization 
was an important factor. The per- 
centage of earnings to net worth for 
a number of years was computed and 
the results ranged from 644% to a 
negative quantity. The desire to re- 
align capitalization may be traced also 
to the dissatisfaction of common stock- 
holders, which arises from their inability 
to trade on their equities with desired 
results. 

There is a good deal to be said in 
favor of a procedure that alleviates 
an unhealthy financial structure. The 
position of the remaining preferred 
stockholders, as well as that of the 
common stockholders, is improved be- 
cause the opportunity for future 
dividends is enhanced. This assumes, 
of course, that the funds used to 
repurchase the stock did not cripple 
the working capital position of the 
organization, and this assumption ap- 
pears to be justified from the evidence 
in the cases studied. The benefits 
of the practice extend further, however, 
because stagnant funds were released 
into possibly more productive fields. 
The ramifications of this “house clean- 
ing’’ process are many and important. 

A majority of the common stock 
repurchases were made in 1932. As 
was pointed out above, this tendency 
corresponds quite closely with stock 
market prices during the period, and 
it is found by examining the cases 
pertaining to common stock that only 


five instances of retirement occurred 
in 1931, eight in 1932, and two in 1933. 
It is also significant that in all by 
two cases where common stock was 
retired, a period elapsed in which the 
stock was carried as an asset before 
the cancelling took place. These cop. 
ditions indicated that, unlike preferred 
stock, the principal motive in the 
reacquisition of common stock was 
that of investment. 


Tasie I 





ee tees 





Number of Cases* 41 
Kind of Stock 
Preferred 15 
26 
Method of Purchase 
Open market 29 
By options 12 
How Utilized* 
As an asset 18 
Held and later sold.... 4 
Retired all holdings.... 20 
Retired a portion 3 
Accounting for the Dis- 
count 
Capital surplus 
Surplus (previously a 





Cases Having Funded Debt 

Dividend Record of Cases 
Cut since previous year 
Passed the last two years 
Remained the same.... 

















* Classified as of the year of purchase. 


Treasury Stock as an Investment 


The practice of reacquiring securities 
for investment purposes is not a novel 
one, but its extended use during the 
depression years renews it to some 
degree. It is often stated in this 
connection that corporate leaders are 
straying from their field of particular 
efficiency when entering the securities 
market. In addition to the managerial 
aspect of the practice, there are also 





the 
to | 
T 
an i 
cat 
fror 
que 
be 
Fed 
plac 
I 
helc 
pro’ 
tral 
bec 
the 
cap 
is j 
pro! 
com 
gail 
nun 
be. 
cha 
the 
tion 
ury 
the 
as ( 
ince 
tion 
pur 
7 
an 
mat 
den 


of i 











the accounting and legal limitations 


Ccurred ; 
to be considered. 












ac, Treasury stock can be classed as 
ck was an investment only with certain qualifi- 
Lich the cations. The sole source of gain is 
before from market appreciation with subse- 
°se con- quent resale. Furthermore, it cannot 
referred be sold unless registered with the 
in the Federal _ Trade Commission, which 
ck was places it in a class with unissued stock.? 





If, as is anticipated, the stock is 
held for a time and then sold for a 
profit, it does represent a desirable 
transaction. But the new purchaser 
becomes an owner in the business, and 
the purchase price represents paid-in 
capital to him as a stockholder. It 
is apparent, therefore, that no true 
profit may accrue from investment in 
company securities although the dollar 
gain may be very real. However, the 
number of beneficiary stockholders may 
be so large, compared with new pur- 
chasers, that for all practical purposes 
the gain is a profit. With these limita- 
tions in mind the United States Treas- 
ury Department has held that “ 
the proceeds of such sale will be treated 
as capital and will not constitute the 
income of the corporation. A corpora- 
tion realizes no gain or loss from the 
purchase or sale of its own stock.’’® 

The treatment of treasury stock as 
an investment has been abused in 
many cases by the reporting of divi- 
dends upon treasury stock as a source 
of income. If included in net income, 
such returns cause an actual inflation 
of profits and also misrepresent the 
distribution of earnings as between 
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*The Federal Trade Commission has held that 
tock originally issued prior to July 27, 1933, the 
effective date of the Securities Act of 1933, and now 
held in the Treasury must, like unissued stock, be 
registered before resale. It is probable that this will 
perate as a restriction upon the number of companies 
eking to make an investment in their own stock. 
Regulations 74, Revenue Act of 1928. 
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operating income and income from 
investments. The listing committee 
of the New York Stock Exchange has 
done much to correct this practice. 

According to accepted accounting 
practice, it is stated that the most con- 
servative and reliable method of record- 
ing securities which are intended for 
future sale is at the cost or market 
value, whichever is lower. This avoids 
any tendency to overstate the useful 
value of the liquid assets. Carrying 
this principle to the case at hand, com- 
panies that purchased their securities 
were faced with a write-down problem 
when the market price of their stocks 
declined. 

A dilemma was created by this situa- 
tion, with the alternative, on the one 
hand, of keeping the securities as assets 
and absorbing the write-down in the 
surplus account or, on the other hand, 
of selling the securities and suffering 
the actual loss. It is evident that the 
deduction from surplus in either case 
would be the same. One way out of 
the dilemma was to retire the stock. 
This opportunity to avoid the recording 
of a loss is an advantage that reac- 
quired stock offers as an investment 
compared to securities of other con- 
cerns. Thirteen of the sixteen common 
stock retirements occurred after the 
market price of the securities had de- 
clined. This evidence is hardly con- 
clusive enough to justify an absolute 
statement to the effect that a falling 
market was the sole cause of retire- 
ments, but it certainly encouraged such 
action. 





Accounting for Treasury Stock 


As a result of the handling of treasury 
stock as an investment, it has been a 
common practice to report reacquired 
stock on the balance sheet as an asset 
rather than as a deduction from out- 
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standing stock. The table shows that 
out of the 80 cases studied, 25 com- 
panies carried the stock as an asset. 
This practice may be the result of a 
desire to avoid disposal of a discount 
prior to actual cancellation when that 
is the eventual purpose. It appears 
that convenience is the primary justi- 
fication for reporting treasury holdings 
as an asset. 

As most of the securities were pur- 
chased at a discount and retired at par, 
the accounting problem of how to 
handle this discount is created. In 
Table I it is shown that two surplus 
accounts were used, capital surplus and 
an account called “‘surplus” with no 
descriptive term attached. Of the 46 
companies retiring stock, 30 disposed 
of the discount by the latter method. 
It is essential that such a discount be 
placed in an account differentiating it 
from earned surplus since the transac- 
tion is primarily of a capital nature. 
If a stock is selling below par, it indi- 


cates, upon a capitalization of earnings 
basis, that the assets of the company 
are overvalued on the balance sheet. 
Any discount arising out of the re- 
purchase of stock is essentially a book 
figure and its place on the balance sheet 
is more in the nature of a valuation 


reserve than a surplus. Furthermore, 
segregation of the discount from earn- 
ings avoids misrepresentation to stock- 
holders of the amount of surplus 
available for dividends.‘ This gives 
rise to a question of business ethics. 
It is desirable that the loose methods 
of accounting for this item, now so 
generally prevalent, be reformed. Sur- 
plus arising from discount should be 
segregated quite definitely from that 
resulting from operating profits. 

4 Nearly every state in the Union has a law decree- 


ing that discounts, along with unearned appreciation, 
are not available for dividends. 
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Discount is occasionally misused to 
convert a deficit into a surplus. The 
table shows that seven companies did 
so employ this unearned “profit,” 
Although this number is small, the 
practice warrants consideration. A 
tendency has been prevalent in the last 
few years to write down par or stated 
values of stocks. The practice has 
been popularly justified, as it relieves 
concerns of the stigma attached to the 
word “deficit.” The practice of retiring 
reacquired stock and using the dis- 
count to eliminate a deficit apparently 
is a ramification of this modern day 
tendency. As deficits are usually 
created from lack of earning ability in 
the past, the practice of covering up 
this deficiency with unearned apprecia- 
tion is an expedient that has been 
criticized widely. 


Effects on Stockholders and Creditors 


When common stock is purchased 
below par or stated value and is retired, 
a discount is created as in the case of 
preferred stock. However, another 
question arises that is particularly 
pertinent to common stock retirement, 
and this deals with the alteration of the 
equity of the remaining stockholders. 
A smaller number of shares of stock are 
left outstanding after the retiring pro- 
cedure has been completed; yet because 
of the low prices paid for the stock, the 
capital of the company has not been 
impaired to the full extent of the par 
or stated value of the shares retired. 
The amount of the discount is an in- 
crease to the book value of the balance 
of the shares outstanding, and the 
proportionate claim that each share- 
holder has on earnings is increased. 
Other methods of altering capital struc- 
tures accomplish some of the same 
results, but they do not take the form 
of altering the equity of the stock- 
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holders. The practical significance of 
hi equity change lies in the fact that 
+ facilitates greater earnings per share 

» stock outstanding, and thus makes 
* possible for stockholders to receive 
jividends despite a smaller earnings 
record. 

In connection with the dividend 
oolicies of the companies who pur- 
chased their own securities, it was 
found that payments were passed or 
reduced during the year of purchase in 
69 of the 80 cases covered. In many 
instances regular dividend requirements 
would have been a larger drain on liquid 
funds than the amount paid for the 
reacquired stock. Nevertheless, the 
extent of this willingness to forego 
dividends, and yet deplete working 
capital to some degree, illustrates that 
the benefits of the practice were con- 
sidered to be substantial. The princi- 
pal benefits accruing to the remaining 
stockholders are, first, the possibility 
of realizing a profit when the securities 
are resold or, second, a greater equity 
in future earnings if the stock is retired. 
On the other hand, this procedure may 
be injuricus to other parties. Some 
investors may be misled by the divi- 
dend reductions, and creditors may be 
led to believe incorrectly that their 
position is being improved by a con- 
servative dividend policy. Moves to 
enforce more publicity of stock reac- 
quisitions should eliminate a good deal 
{ this confusion. 

The practice of reacquiring stock 
may continue unchecked, as far as the 
aw on the subject is concerned, until 
the position of the creditors is en- 
dangered. The investigation disclosed 
that amounts ranging from 1% to 
11% of the total assets had been 
retired without any legal entangle- 
ments. ‘The explanation for this most 
ikely lies in the fact that the creditors, 
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through approval or ignorance, did 
not initiate legal proceedings. Disre- 
garding the legal status then, because 
of external factors involved, the prob- 
lem becomes one of ethics. The rather 
ruthless attitude of caveat emptor has 
been mellowed during the past decade, 
as is exemplified by the present attitude 
of the Federal Government toward 
business. 

As a result, present-day corporate 
leaders have been forced to consider 
the rights and welfare of many groups. 
The organization and status of labor 
as a class is an example. It would 
seem to follow that creditors, an im- 
portant element in the capitalistic 
system, should likewise receive genuine 
consideration. When stock is reac- 
quired for the purpose of correcting 
overcapitalization, all groups may bene- 
fit because a more efficient business 
unit is created. However, in the ab- 
sence of such a good reason, the wisdom 
and desirability of the action is open 
to question. 

The existence of funded debt in 
some of the cases creates another phase 
of this problem. Seventeen of the 
corporations studied had a sizeable 
amount of long-term debts outstand- 
ing. This depression has borne out the 
value of the old New England practice 
of financing industrial concerns without 
the use of bonds. Often the immediate 
cause of a company’s financial em- 
barrassment is an inability to meet 
interest payments. Instead of utilizing 
excess funds to purchase stock, it 
might have been wiser to buy back 
outstanding bonds. This policy is 
often criticized as being unduly con- 
servative, but the number of people 
making this criticism has decreased 
markedly during the past few years. 
The fact that many concerns did buy 
their stock in lieu of bonds illustrates 
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the extent of controversial opinions 
on the subject. 

The investigation disclosed that a 
larger portion of the stock was pur- 
chased in the open market than by 
offers through an investment banking 
house. ‘This does not raise any particu- 
lar problems, but does indicate a 
tendency to avoid publicity. In this 
connection the New York Stock Ex- 
change has ruled that all corporations 
listing stock after January 29, 1934, 
must offer full information on all 
options. The extent of holdings of 
treasury stock must be reported to 
the Exchange monthly and notification 
given before resale. All companies 
whose securities were listed prior to 
that date have been asked to comply 
voluntarily with the new regulations. 


Conclusion 


In a majority of cases reacquisition 
of stock was prompted, for the most 


part, by the general decline in security 


prices. In some instances the man- 
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agement, no doubt, felt that thei, 
stock had reached unmerited eye; 
and was a desirable purchase. Other 
seized upon the opportunity to report 
a book gain by purchase of stock a 
a price below par or stated value. 
and the gain was used to improve the 
appearance of the company’s balance 
sheet. 

No attempt has been made to dea! 
conclusively with the legal aspects 
of the practice. It is sufficient to 
say that creditors and stockholders 
alike were not inclined to question 
the activities of the management, 
There were cases in which the results, 
without a doubt, were beneficial to 
all interests concerned, while it js 
questionable whether the courts would 
have sanctioned others. It should be 
noted that the stock exchanges and 
the Government have taken steps which 
will reduce substantially the recurrence 
of abuses which frequently have arisen 
when corporations reacquired their own 
stock. 
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